} 
i 
Y 


Surety Jourp 





THE TRUTH ABOUT ACCIDENTS 
Thomas N. Boate 


Standard Provisions Policies 9 Current Trends in Bonding...... .25 
Edward F. Earle Ashby C. Taylor 


i k Y: 
so Improving Surety Relationships... 39 


Harry J, Loman Charles G. Roth 


Compulsory Automobile Insurance. .50 
_ Ray Murphy 





ASSOCIATION OF CASUALTY AND SURETY COMPANIES 
Sixty John Street, New York City 38 


JosePpH F, MATTHAI MANNING W. HEARD 
President Vice President 
(United States Fidelity and (Hartford Accident and 
Guaranty Company) Indemnity Company) 
J. Dewey Dorsett Ray Murpuy 
General Manager General Counsel 
Louis A. Mitts WILLIAM Hicks 
Secretary Treasurer 
Tuomas N. Boats RicHarp C, WAGNER Rosert W. Dick 
Acting Manager Manager, Casualty Dept. Acting Manager 
Accident Prevention Dept. Claims Bureau 
Davip Q. CoHEN Haron K. PuHIirs 
Manager Manager 
Fidelity & Surety Dept. Public Relations Department 
FRANK LANG, Manager 
Department of Research 
Perry H. Tarr Howarp M. STARLING Roy L. Davis 


Manager, Pacific Coast Office Manager, Washington Office Manager, Chicago Office 
San Francisco, Calif. Washington, D. C. Chicago, Iii. 


EXECUTIVE COMMITTEE 


Aetna Casualty and Surety Company 
American Surety Company of New York 
Bankers Indemnity Insurance Company 
Employers’ Liability Assurance Corporation, Limited 
Fidelity and Casualty Company of New York 
Fidelity and Deposit Company of Maryland 
Fireman’s Fund Indemnity Company 
General Accident, Fire and Life Assurance Corporation, Limited 
Great American Indemnity Company 
Home Indemnity Company 
Indemnity Insurance Company of North America 
London Guarantee and Accident Company, Limited 
Maryland Casualty Company 
Massachusetts Bonding and Insurance Company 
National Surety Corporation 
New Amsterdam Casualty Company 
Ocean Accident and Guarantee Corporation, Limited 
Royal Indemnity Company 
Standard Accident Insurance Company 
Travelers Insurance Company 
United States Guarantee Company 


Ex-Officio 
The President and Vice President of the Association 





VOLUME 


A MAGAZINE OF IDEAS—Published bimonthly for those interested in casualty 

insurance and suretyship by the Association of Casualty and Surety Com- 

panies. Authors have been invited to express their own personal opinions, 
which are not necessarily always those of the Association. 


un Lhe Casualty &........ 


“ SuretyJournal “= 


SSSECRE EERE E eee Ree eee JAN UARY 1 952 SSCCESEE EERE e eee eee 


The Truth About Accidents 


VERY SIGNIFICANT footnote ap- 
A peared in the Illinois auto- 
mobile traffic accident summary 
comparing the first six months of 
1951 with the same period of 1950. 
It brings up forcibly, and as dra- 
matically as any other statistics I 
have seen, some disturbing ques- 
tions of vital importance to the 
future of the traffic safety move- 
ment that have been turning over 
in my mind for a long, long time. 
The footnote reads as follows: 

In the first six months of 1950, 
95 reports of personal injury and 
property damage accidents were 


The author—Mr. Boate is acting manager 
of this Association’s accident prevention de- 
partment. Formerly chief of the traffic divi- 
sion of the Pennsylvania State Police, he 
is author of many articles on safety. 
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received for each fatal report. For 
each fatal report received in the 
first half of 1951, 120 personal in- 
jury and property damage accident 
reports were received. 

There are many questions de- 
manding answers from the na- 
tion’s competent traffic safety au- 
thorities, individually and collec- 
tively, with respect to accident re- 
porting on local, state and national 
levels. Most pressing of all, how- 
ever, in the light of the Illinois 
report mentioned above and count- 
less other accident experience sum- 
maries, is this timely question: 

Are automobile fatality statistics 
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a true barometer of a constantly 
worsening traffic accident experi- 
ence? 

The answer, it would seem to 
me after considerable study of the 
question, is an unequivocal “No.” 

That leads us immediately into 
the second question: 

Are safety workers and the pub- 
lic alike being misled by the uni- 
versal emphasis on the increase or 
decrease in traffic deaths, while at 
the same time enormous increases 
in automobile injuries and accidents 
are virtually ignored, or at best re- 
ceive scant attention? 

My answer to the second ques- 
tion, after lengthy study of the 
facts, is an emphatic “Yes.” 


Fatauities No YARDSTICK 


The point I would like to make 
is that national, state or local ac- 
cident situations do not necessarily 
“improve” when fewer deaths are 
reported. That seems to be the 
general belief. Invariably such re- 
ports bring a let-down in the traffic 
safety effort, which is soon fol- 
lowed by an increase in fatalities. 
On the other hand, if the experi- 
ence of the past two years is any 
criterion, an increase in the number 
of traffic deaths usually reflects a 
far greater rise in personal injuries 
and property damage accidents. 

To illustrate the point that a de- 
crease in fatalities does not reflect 
an “improvement” in the whole 
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accident picture, let us examine 
for a moment the above-mentioned 
Illinois report for the first six 
months of 1951 and 1950. It shows 
49 fewer deaths, a decrease of five 
percent, with 864 fatalities to June 
80 last year against 913 in the 
1950 period. 

Does that mean that the acci- 
dent situation in Illinois was five 
percent better in the first half of 
1951, as compared with 1950? 
Well, hardly. Personal injuries dur- 
ing that period increased by 3,701, 
or 11.4 percent, from 32,508 to 
86,209. And reported accidents 
jumped 24 percent at the same 
time! There were, in all, 17,788 
more accidents reported in Illinois 
in the first six months of 1951 
than in the same period of 1950. 
The total number of accidents re- 
ported in the first half last year 
reached 91,916, as against 74,128 
in the comparable 1950 period. 

The Illinois report carried an- 
other footnote which stated: “The 
decline in the travel-death rate 
dropped this index figure to 6.6— 
a record low.” It noted a 10 per- 
cent increase in travel and a 14 
percent decrease in the “travel- 
death rate.” Do these facts in 
juxtaposition also point to a better 
Illinois accident experience, con- 
sidering the large increases in in- 
juries and accidents reported in the 
same summary? Again I am tempt- 
ed to comment, well, hardly. 
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It has been well said that “we 
kill people, not miles.” Perhaps for 
want of a better yardstick, the 
death rate per 100,000,000 miles 
of travel has been widely used— 
or perhaps I should say misused. 
While we are looking into the mat- 
ter of accident experience in rela- 
tion to deaths in traffic, it may also 
be an opportune time to ask our- 
selves whether the mileage rate or 
a “travel-death index”—or what- 
ever else it might be called—is a 
true measuring stick of the accident 
toll. 

It is not my intention to minimize 
in any way the seriousness of the in- 
creasing death toll. Lives lost on 
the highways are _ irreplaceable, 
and far.too many deaths are oc- 
curring on the streets and high- 
ways in traffic accidents. But I do 
want to ask whether we are not 
kidding ourselves and the public 
generally when we talk of de- 
creases in the mileage death rate 
and mislead the public into believ- 
ing the highways are becoming 
“safer,” when exactly the opposite 
is true. 

Take, for example, the supposed 
“improvement” in traffic fatalities 
as measured by the rate of deaths 
per 100,000,000 miles of vehicular 
travel in the nation last year. The 
mileage death rate went down in 
21 states, and increased in the re- 
maining 27 states. However, in 
only five of the 21 states with a 
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“better” mileage rate did the total 
number of deaths decrease from 
the 1949 toll. In 15 of these 21 
state fatalities increased, rising in 
one state as much as 35 percent! 
The average increase in deaths in 
these 16 states was 8.73 percent. 
In the five states which had 
fewer deaths, the average decrease 
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in fatalities was 7.4 percent, but 
one state with a 25 percent reduc- 
tion accounted for the greater part 
of this average percentage drop 
in the four states. In four of the 
five states the reduction averaged 
3 percent. 

Actually, while mileage death 
rates—nationally and in various 
states—have shown “better” fatality 
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experience, deaths in automobile 
accidents have increased consid- 
erably. In 43 states last year more 
motor vehicle deaths were reported 
than in 1949. Three years pre- 
viously, in 1947, 31 states experi- 
enced fewer rather than more 
deaths. Yet in 1947 the national 
mileage death rate was 1.6 higher, 
at 8.8 deaths per 100,000,000 
vehicle miles, than it was in 1940 
at 7.2! And in 1940, when ap- 
proximately the same number of 
lives were lost as there were last 
year—35,000—the mileage death 
rate was 11.4, some 4.2 points 
higher on the mileage death chart 
than it was in 1950. Are we to be- 
lieve from this that the highways 
are one third less dangerous now 
than they were in 1940? 

Are we to continue to mislead 
people into believing the nation’s 
automobile fatality experience has 
“improved” about one third in the 
last decade, when approximately 
the same number of people were 
killed last year as in 1940? And 
shall we continue to tell the public 
that an increase in the number of 
vehicles on the roads traveling X 
millions of miles more than a 
decade ago was responsible for this 
so-called “improvement?” 


Must Know Facts 
A more realistic approach to 


the alarming upward trends in all 
automobile casualties—in injuries 
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and in accidents as well as in 
deaths—should, I believe, be taken 
immediately by all safety workers 
to jolt the public’s apathy toward 
carelessness on wheels. How can 
the nation’s army of 60,000,000 
drivers become aroused to a 
greater safety consciousness unless 
they know the facts—all the facts— 
about traffic accidents, and are not 
constantly led to believe that the 
roads are safer instead of more 
dangerous than ever before? 


CHANGE Is IN ORDER 


If anyone doubts that traffic is 
more hazardous today than a year 
ago or a decade ago, then there 
is all the more reason why a change 
is in order in the kind of statistics 
that are given out to the press and 
to the public regarding automobile 
casualties. Any skeptics should be 
informed, as soon as possible, that 
in 20 states whose mileage fatality 
experience supposedly “improved” 
last year compared with 1949, the 
average increase in accidents was 
17.27 percent, and injuries in 17 
of these states jumped an average 
of 12.88 percent. One of the 21 
states did not report accidents and 
injuries, only deaths. In the four 
states in which injuries decreased, 
the decline averaged only 2.5 per- 
cent. 

It is also significant that in all 
but two of the 27 states whose 
mileage death rate increased last 
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year, the average increase in acci- 
dents per state over 1949 was 
20.93 percent. For the nation as a 
whole, according to the reports 
of all states, accidents increased 
17.87 percent, injuries rose 14.8 
percent and deaths increased 9.5 
percent. 

The fallacious use of the mileage 
death rate yardstick to measure 
accident experience is well illus- 


lled, not miles... 


trated in the accompanying table 
showing the complete automobile 
toll in the 21 states which had 
decreases in their mileage death 
rates in 1950, compared with 1949. 
Study it for a few moments, and 
you will see how it is possible for 
a state with a 13.9 percent drop 
in its mileage death rate to have 
as much as a 87.9 percent increase 
in traffic accidents and a 28.9 per- 
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Percentage Change in Automobile Deaths, Injuries and All Accidents 
Compared With 
Percentage Change in Mileage Death Rate° 
21 States 
1950 vs. 1949 


Percentage 
Change in 
Mileage 
Death Rate*® 


Arkansas — 9.7% 
California 
Delaware 
Illinois 
Indiana 

Iowa 

Kansas 
Maine 
Maryland 
Minnesota 
New Mexico 
New York 
North Dakota 
Ohio 
Oklahoma 
Pennsylvania 
South Dakota 
Tennessee 
Utah 

West Virginia 
Wyoming 


* Deaths per 100,000,000 miles of estimated trav 


(a) Less than one percent increase 


NR Not reported 


cent increase in personal injuries, 
even though automobile deaths in 
the state declined 4 percent. It 
should be noted again that all of 
these 21 states with “improved” 
mileage death rates experienced 
increases in accidents, and only 
three of them had decreases in in- 
juries averaging 2.5 percent, while 
actual deaths increased as much as 


Percentage 
Change in 
Automobile 
Deaths 


(Percentage Increases in Bold Type) 
1% 6.5% 


2 
2 
10 
(a) 


— 


‘ 


to 


wo oo P 
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No 


el 


Percentage 
Change in 
All 


Percentage 
Change in 
Automobile 


Injuries Accidents 


9.6% 
72 
26.0 
19.1 
19.0 
16.2 
49 
18.6 
18.5 
20.7 
10.5 
21.6 
16.7 
16.1 
37.9 
10.2 
16.3 
37.9 
12.6 
5.8 
NR 


9.1 
15.9 
12.3 
16.1 

9.9 

6.6 

6.8 
16.3 

7.7 
20.0 
16.2 

— 
15.7 
28.9 
12.6 
- 2.5 

4.2 
14.6 

3.9 

NR 


35 percent in 16 of these states. 

The pattern is the same in the 
27 states which experienced in- 
creases in their mileage death rates 
in 1950 over the previous year. 
Only two states, Idaho and New 
Hampshire, showed decreases in 
total accidents averaging 7.8 per- 
cent, but the increases in accidents 
in the other states in this group 
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ranged as high as 56.1 percent in 
Florida. The average increase in 
accidents for the 25 states was 
20.93 percent. Personal injuries 
increased 16.61 percent in 26 of 
the 27 states with a higher mileage 
death rate. In the only state in 
which injuries did decline—Ala- 
bama—the drop amounted to 1.6 
percent. 

In approaching this questign of 
the urgent need for a better acci- 
dent reporting system, it should be 
realized that fatal accidents actu- 
ally are a very small portion of the 
whole accident record. Even though 
a state may have had a horrifying 
increase in its total traffic acci- 
dent experience, it may receive a 
national honor because fewer of 


those accidents happened to be 
fatal. The publicity accompanying 
the awarding of such an honor for 
a “better” accident record actually 
misleads the public into believing 
that genuine progress has been 


made towards safer streets and 
highways. Such was the case in 
Connecticut several years ago, to 
cite one example. News stories and 
editorials proclaiming Connecticut 
as one of the three “safest” states 
in the country were played up in 
the newspapers one week. The 
next week the state insurance de- 
partment was obliged to announce 
a substantial increase in rates 
for automobile liability insurance. 
There was prompt and _ heated 
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public reaction to the increase, 
until the people of Connecticut 
were given the complete facts 
about the state’s accident record 
by the insurance commissioner. The 
same thing has happened in other 
states. If all accidents were well 
publicized, the people could not 
be so easily misled. 


REPORTING IMPROVES 


As the New Year gets under way, 
improved accident reporting fa- 
cilities are becoming available in 
11 more states which have adopted 
safety responsibility laws requir- 
ing that all accidents involving 
more than $50 or $100 of property 
damage be reported. Some of these 
new laws went into effect last 
year, some became effective on 
January 1, and in Connecticut and 
Georgia they take effect next July 
1. As of the latter date, 35 states 
will require complete reporting of 
accidents. Others already require 
that all types of accidents be re- 
ported to the state. 

With well over two thirds of the 
states offering full statistics on 
the automobile toll in 1952 for the 
first time, isn’t it about time that 
we began. to think seriously of 
discarding the archaic mileage 
death rate as a yardstick for ac- 
cident experience, and finding a 
better one? By a better one I mean 
a truer yardstick that actually 
measures increases or decreases in 
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deaths, injuries and traffic §acci- 
dents, regardless of what the trend 
may happen to be in terms of mile- 
age. For it is just as true that we 
injure and cripple people, not 
miles, and wreck automobiles and 
property, not miles, as it is true 
that people rather than miles are 
killed in traffic accidents. 
Wouldn’t it be quite difficult to 
prove to the survivors of 309,326 
dead automobile victims in the 
decade following 1940 that the 
nation’s streets and highways are 
one third less hazardous today be- 
cause the mileage death charts say 
so? I, for one, would shrink from 
that task, and I would hate the 
job of trying to convince some 
hundreds of thousands of crippled 
automobile victims, among the 10,- 
800,000 persons injured in traffic 
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in the 1941-50 decade, that the 
life of a driver, passenger or pe- 
destrian is relatively a third safer, 
according to the mileage fatality 
charts. 

Hasn’t the time for realism in 
accident reporting arrived? I be- 
lieve that it has, and that the press 
and the public should be given all 
the facts about all the accidents 
instead of only those involving fa- 
talities. It is up to all of us to do 
what we can through traffic safety 
agencies to bring about a new era 
in the reporting of accident sta- 
tistics this year. Only in that way 
can the nation and the various 
states be informed of and awak- 
ened to the safety implications of 
the alarming increases in automo- 
bile accidents and injuries, as well 
as those occurring in traffic deaths. 
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N VIEW OF the countrywide use 
I and acceptance of standard 
provisions forms, it may be of in- 
terest to note the various new and 
revised policies which were promul- 
gated by the National Bureau of 
Casualty Underwriters during 1951, 
as part of the standard provisions 
program. They involved general 
liability, burglary and boiler and 
machinery insurance. 

General Liability 

The latest policy form promul- 
gated and therefore possibly of 
more immediate interest, is a new 
standard provisions druggists’ lia- 
bility policy prepared by the Joint 
Forms Committee. 

This policy is, in effect, products 
liability insurance for retail drug- 
stores. Coverage is provided both 


The author—Mr. Earle is Counsel, National 
Bureau of Casualty Underwriters, and acts 
as secretary to the Joint Forms Committee, 
the members of which are responsible for 
the drafting of standard provisions forms for 
automobile liability and general liability in- 
surance. He became associated with the Na- 
tional Bureau in 1947. Prior to that time he 
had been in military service and in the 
general practice of law in New York City. 
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e 1951 has produced important 
new policies and revisions in 
standard forms in general 
liability, burglary and boiler 
and machinery. Agents will 
not want to miss this survey of 
what's new in coverages 


EDWARD F. EARLE 


on and away from retail drugstore 
premises for all goods or products. 
This includes coverage for errors 
or mistakes in preparing, selling, 
compounding, dispensing or de- 
livering drugs or medicines, Thus 
the first insuring agreement, which 
combines both bodily injury liabil- 
ity and property damage liability 
on an “occurrence” basis, describes 
the hazard as the insured’s liability 
for damages “arising out of the 
handling or use of or the existence 
of any condition in drugs, medi- 
cines or other goods or products 
prepared, sold, handled or distrib- 
uted by the named insured at or 
from the premises, if the injury 
occurs after the named insured has 
relinquished possession thereof to 
others.” 

In addition to the named insured, 
partners, executive officers, direc- 
tors or stockholders of the named 
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insured, while acting within the 
scope of their duties as such, also 
are considered as insureds under 
the policy. 


CovERAGE DEFINED 


The coverage is not limited to 
the retail drugstore designated in 
the declarations. By definition the 
word “premises” also means any 
retail drugstore which the named 
insured has discontinued using. 
Coverage therefore is provided, for 
example, for sales from a drugstore 
of which the named insured, at the 
time of injury, may long since have 
disposed. In addition to retail 
drugstores which are designated in 
the declarations and those which 
the named insured has discontinued 
using, the policy extends coverage 
to any other premises of which the 
named insured acquires ownership 
or control for use as a retail drug- 
store, provided he notifies the com- 
pany of the acquisition within 30 
days thereafter. With respect to 
these other premises, however, the 
insurance does not apply to any 
loss against which the named in- 
sured has other valid and collec- 
tible insurance, and the named in- 
sured agrees to pay any additional 
premium required because of the 
application of the insurance. 

In the “Policy Period, Territory” 
Insuring Agreement, the insurance 
is limited to injury which occurs 
during the policy period. It makes 
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no difference, for example, when 
the product was sold. If the injury 
itself occurs during the policy pe- 
riod, coverage applies. The policy 
also contains the usual territorial 
provision requiring that the injury 
occur within the “United States of 
America, its territories or posses- 
sions, or Canada.” 


Four EXxcLusions 


There are only four exclusions. 
The first is the usual contractual 
exclusion for “liability assumed by 
the insured under any contract or 
agreement” modified, however, by 
an exception to indicate that war- 
ranties of goods or products are 
not excluded. The second exclusion 
is the employee exclusion. It differs 
from corresponding exclusions in 
other policies in two respects. It is 
more clearly related to the hazard 
which is insurable under a separate 
policy of workmen’s compensation 
and employers liability insurance. 
It also eliminates any liability under 
non-occupational disability laws, 
unemployment compensation laws 
or the like. This revised employee 
exclusion will be adopted for use 
in other liability policies, as they 
are revised. The third exclusion is 
the standard property damage ex- 
clusion applicable to products lia- 
bility coverage. The fourth and last 
exclusion is directed to “injury, 
sickness, disease or destruction 
caused by the willful violation of a 
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penal statute or ordinance com- 
mitted by or with the knowledge 
or consent of an insured or of a 
store manager employed by the 
named insured.” This exclusion is 
peculiar to malpractice liability in- 
surance and to druggists’ liability 
coverage in particular. It is intend- 
ed to exclude as uninsurable willful 
violations of penal law in a man- 
ner analogous to the exclusions of 
assaults under the usual forms of 
liability policy. 

Limits of liability are expressed 
as applicable to “each claim” and 
in the aggregate. These limits apply 
separately to each retail drugstore. 
The basic “per claim” limit is $5,- 
000 and the aggregate limit is $15,- 
000 which applies separately to 
each annual period in the case of 
three-year policies. 

The “each claim” and “aggre- 
gate” limits traditionally have been 
used in all states by principal writ- 
ers of the malpractice lines. When 
this druggists’ liability policy was 
placed on a standard provisions 
basis, the underwriters believed it 
desirable to continue these limits 
rather than to use the limits of 
“each person” and “each accident” 
or “each occurrence” which apply 
to products liability insurance gen- 
erally, in order to be consistent as 
to the malpractice lines. 

The remaining conditions gen- 
erally are those common to prod- 
ucts liability insurance. 


STANDARD PROVISIONS POLICIES 11 


There are two bases of premium 
for druggists’ liability coverage, 
namely, “receipts” and “per store.” 
The “per store” basis applies to 
each store having annual receipts, 
including concessionaires’ receipts, 
of less than $50,000. The “re- 
ceipts” basis applies to each store 
having annual receipts, including 


Edward F. Earle 


concessionaires’ receipts, of $50,000 
or more. If the insured has more 
than one store, each store is con- 
sidered separately for purposes of 
determining what basis of premium 
applies. For example, if the in- 
sured has two stores, the first hav- 
ing annual receipts of less than 
$50,000 and the second having 
annual receipts of $50,000 or more, 
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the “per store” basis applies to the 
first and the “receipts” basis ap- 
plies to the second store. The “per 
store” basis of premium calls for a 
flat charge to be entered in the 
declarations. With respect to the 
“receipts” basis, the unit of ex- 
posure to which the rates are ap- 
plied is each $1,000 of receipts. 

“Receipts” were used rather than 
sales as a basis of premium because 
the druggists’ liability coverage in- 
cludes the hazard of goods or 
products which are rented. “Re- 
ceipts” is defined in a manner sim- 
ilar to the definition of “sales” in 
the products liability manual, but 
omits reference to “installation, 
servicing or repair” as not pertinent, 
and includes reference to rented 
goods or products. 


ADDED ENDORSEMENT 


An endorsement, which provides 
the same coverage as the druggists’ 
liability policy, also has been 
promulgated on a standard provi- 
sions basis. It was prepared spe- 
cifically for use with the compre- 
hensive general and comprehensive 
general-automobile liability  poli- 
cies, but contains a note which 
permits its use with other general 
liability polices if certain directions 
are carried out. 

A special druggists’ liability man- 
ual also has been prepared which 
provides the rules and rates for 
writing this coverage. It replaced 
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the products liability classifications 
for retail drugstores. It did not re- 
place owners’, landlords’ and ten- 
ants’ classifications for retail drug- 
stores, as it does not cover any of 
the hazards contemplated by these 
classifications. Too, since the new 
manual applies only to retail drug- 
stores, risks concerned with selling 
goods or products to others for re- 
sale are classified and rated in ac- 
cordance with the products liability 
manual. 
Burglary 

In the burglary field, two new 
standard provisions policies were 
prepared. The first was a house- 
holders’ limited theft policy, and 
the second a valuable papers, rec- 
ords and accounts receivable policy. 

The householders’ limited theft 


policy was designed to provide a 
limited lower priced form of resi- 


dence theft insurance for those 
householders who are not interested 
in the broader coverage of the resi- 
dence and outside theft policy, be- 
cause of the greater cost involved. 
This new limited form, however, is 
not intended to replace the resi- 
dence and outside theft policy. Two 
endorsement forms also were pre- 
pared to provide householders’ 
limited theft coverage, one for use 
with policies providing personal 
liability coverage and the other for 
use with the dwelling fire contents 
policy. The latter endorsement is 
considered an important step in the 





STANDARD PROVISIONS POLICIES 














Coverage both on and away from the premises ... 


development of multiple line pro- 
tection for the householder. A de- 
tailed discussion of the household- 


ers’ limited theft forms may be 
found in the November 1951 is- 
sue of the CasuaALTy AND SURETY 
JOURNAL. 

The valuable papers, records and 
accounts receivable policy is a 
combination of the valuable papers 
and accounts receivable coverages 


which previously had been pre- 
pared by the National Bureau in 
separate policies on an advisory 
basis. Under the new combination 
standard provisions form, com- 
panies are permitted to write sep- 
arate policies if they wish. In ad- 
dition to changes of an editorial 
nature, certain substantive changes 
were made in the new form. 

With respect to the valuable pa- 
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pers coverage, the new policy con- 
tinues to provide coverage while 
the insured property is being cov- 
ered outside the premises or is tem- 
porarily in other premises except 
for storage. However, the previous 
restriction that the loss must take 
place within the United States, 
Canada or Newfoundland, has 
been removed. In the old form, the 
policy was limited to loss which 
occurred and was discovered dur- 
ing the policy period. The new 
form eliminated the restriction as 
to discovery and merely states that 
the policy applies “only to loss of 
valuable papers or records which 
occurs during the policy period.” 


EXCLUSIONS 


An exclusion relating to loss due 
to any dishonest, fraudulent or 
criminal act by the insured or by 
a partner, officer, director or trus- 
tee of the insured, was introduced 
for the valuable papers and records 
coverage. A similar exclusion was 
found in the old accounts receiv- 
able form. The underwriters con- 
sidered such an exclusion as equal- 
ly appropriate for the valuable pa- 
pers and records coverage. An ad- 
ditional exclusion has been inserted 
for the valuable papers and records 
coverage relating “to loss of prop- 
erty not specifically declared and 
described in the declarations if such 
property cannot be replaced with 
other of like kind and quality.” It 
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was thought that specific insurance 
should be required for irreplace- 
able property which has not been 
specifically declared and described. 


CHANGES 


In the new form, the basis of 
loss settlement for specifically de- 
scribed and insured property un- 
der the valuable papers and records 
coverage has been changed from 
an actual cash value to an agreed 
amount basis. Too, the new form 
reinstates the limit of insurance as 
to losses occurring subsequent to 
the receipt by the company of a 
notice of loss. The old form of val- 
uable papers coverage did not pro- 
vide for such a reinstatement. 

The Other Insurance Condition 
for the valuable papers and records 
coverage has been broadened so 
that the insurance is on a contrib- 
uting, rather than an excess basis, 
except for employee dishonesty 
losses. The insurance has been 
made inapplicable to articles sep- 
arately described and specifically 
insured by other insurance or to 
property otherwise insured unless 
owned by the insured. 

The Assignment Condition of 
the new form for valuable papers 
and records has been broadened 
so that upon death of the insured, 
the legal representative of the in- 
sured is automatically covered as an 
insured. In cases where the insured 
is adjudged bankrupt or insolvent, 
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the insured’s legal representative 
also is covered as an insured, pro- 
vided written notice is given to the 
company within 60 days after the 
date of such adjudication. 

The new form does not contain 
the limitation found in the declara- 
tions of the old valuable papers 
policy, to the effect that the com- 
pany shall not be liable in excess 
of $5,000 or 5 percent of the 
amount of insurance for valuable 
papers not specifically described. 

With respect to the accounts re- 
ceivable coverage, the new form is 
broadened in the same manner as 
the valuable papers and records 
coverage as to reinstatement of 


limits and coverage for the legal 
representative of the insured. The 


exclusion of loss due to wear and 
tear, gradual deterioration, vermin 
or inherent vice, found in the old 
valuable papers policy, has been 
made applicable to the accounts 
receivable coverage, as it is con- 
sidered equally appropriate. 
Boiler and Machinery 

In the boiler and machinery field, 
standardization involved a review 
of the entire forms program. As a 
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result, policy forms, schedules, in- 
direct damage endorsements, mis- 
cellaneous endorsements and spe- 
cial state endorsements were re- 
vised and new forms were prepared 
where necessary. 

In the course of the review, 
standard language found in other 
casualty lines under the jurisdiction 
of the National Bureau was adopt- 
ed for use in the boiler and ma- 
chinery forms, where applicable. 
An effort also was made to clarify 
certain parts of the forms involving 
technical problems. In addition, 
options were granted in the forms 
in order to comply with the needs 
of companies for the proper main- 
tenance of their records and in or- 
der to permit the arrangement of 
certain provisions in the sequence 
which had been in use for many 
years and which certain companies 
desired to continue. 

Work on standard provisions 
forms during 1951 thus has in- 
volved the addition of many new 
and revised forms to the standard 
provisions portfolios. It is believed 
that 1952 will be no less productive 
in this respect. 


A woman motorist was being examined for a driver’s license. 
Examiner: “And what is the white line in the middle of the 


road for?” 


Woman: “Bicycles.” 


—North Dakota Wahosiyapi 





Biggest Haul on Record 


HESE GIANT steel spheres are two of 12 which were trucked all the way 

from Milwaukee, Wisc., to Omaha, Nebr., a distance of 780 miles, without 
any serious accident, and without a single claim. Six trips were made in all, 
with two spheres to a trip. The photograph above was taken by a JouRNAL 
reader whose company insured them. 

Each sphere is 16 feet in diameter and weighs two tons, and although taller 
structures have been handled in the past, none have combined so much height 
and width, according to American Trucking Association records. 

Careful preparations made for the trip included radio telephones in the truck 
cabs, police escorts through bigger cities, and special routing to avoid low 
underpasses or narrow bridges. 

The spheres will be used as “furfural digesters” by a large cereal company. 
Furfural, an oily liquid derived from oat hulls, is used in making lacquers. 


Bound Volumes for 1951 


F YOU HAVE saved all your copies of THe JournNAL for 1951 and wish to have 
] them bound, mail them direct to THe CAsuaLTy AND SuRETY JOURNAL, 60 
John Street, New York 38, N. Y., together with check. 

Volume XII (six issues ) with “The Casualty and Surety Journal, Volume XII” 
stamped in gold, $2.55 postpaid. Green binding only. If you wish your name 
stamped in gold in the lower right-hand corner of the cover, add 50 cents. 

No orders can be accepted after February 8, 1952. It is expected that delivery 
will be made within eight weeks after that date. 
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More than half of all those 
taking Parts | and Il of the 
C.P.C.U. examinations failed 
to pass them. In this article 
the author explains why, and 
offers some valuable sugges- 
tions to future candidates 


Did YouFlunk YourC.P.C.U.Exam? 


ie BOTH 1950 and 1951, the pass- 
ing ratio for the Parts I and II 
(Insurance Principles and Prac- 
tices) C.P.C.U. examinations fell 
below 50 percent. Even though the 
1951 figures are slightly better 
than for 1950, in my estimation 
the results are unsatisfactory. One 
reason I say this is because in 1951 
over 17 percent of all Parts I and 
II examinees received grades of 
less than 50. 

Some people tell me this is good, 
because it means high standards 
are being maintained and high 
standards will serve as a real in- 
centive for high grade personnel. 
While there may be a grain of 
truth in that statement, I am not 
willing to accept it at face value. 
It is also said that qualifying 

The author—Dr. Loman is dean of the 
American Institute for Property and Liability 
Underwriters, Inc.; professor of insurance, 
Wharton School of Finance and Commerce, 
University of Pennsylvania; chairman of the 
administrative board of the S. S. Huebner 
Foundation for Insurance Fducation, and 


member of the board of the Institute of 
Local and State Government. 
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examinations in some other pro- 
fessional groups have experienced 
much higher failure ratios. How- 
ever, it is also likely that those 
groups wish to limit their member- 
ship. This most certainly does not 
apply to C.P.C.U., and I feel con- 
fident that better examination re- 
sults can be achieved. The ques- 
tion is: “How?” No answer to this 


can be given without 


problem 
knowing the causes of failure. 

In an effort to ascertain the rea- 
sons for what I regard as an un- 
necessarily high failure ratio, the 
examination papers were analyzed, 


and questionnaires were sent to 
the The analysis in- 
cluded all examination parts, even 
though the examination results for 
Parts II], IV and V were sub- 
stantially better than for Parts I 
and II. 

The 


examinees. 


information thus obtained 
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should help those who failed to 
pass to understand why, and at 
the same time improve the pass- 
ing chances of all future C.P.C.U. 
examinees. Moreover, it should 
help correct some of the miscon- 
ceptions about C.P.C.U. which 
the questionnaire has disclosed. 


CAUSES OF FAILURES ANALYZED 


The Parts I and II examination 
papers that received a grade below 
50 contained incorrect and super- 
ficial answers which indicated a 
complete lack of preparation for 
the examination. Bear in mind that 
this statement applies to the more 
than 17 percent of the Parts I and 
II examinees who presumably 
should not have taken the exami- 
nation. Either these persons were 
not informed about the nature of 
the examination, or they were in- 
advisably encouraged to attempt 
something beyond their capacity. 
The same condition exists in Parts 
III, IV and V, but to a lesser de- 
gree, and one explanation for this 
difference may be that most of the 
Parts III, IV and V examinees have 
had the benefit of prior experience 
with Parts I and II. Before leaving 
this point, it should be mentioned 
that probably many examinees 
who received grades in excess of 
50, but less than the required 70, 
failed because they, too, didn’t 
realize the kind of examination 
they were taking. 
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The other major causes of failure 
are of a common variety which 
graders have observed every year, 
on all five examination parts. The 
first is the failure to answer the 
question which was asked. Some- 
times this is an understandable 
misinterpretation of the question, 
but more often it is the case of a 
candidate ignoring the examination 
question and substituting an 
answer to a question which he 
does know. This may be careless 
analysis of the question or a de- 
liberate act. The graders often 
voice the opinion that candidates 
come to the examination room 
“loaded” with certain information 
which they are going to put on 
their papers irrespective of the 


questions, Frequently, we get ex- 
cellent answers to questions asked 
in a prior year! 


EvASIVE ANSWERS 


A second common cause of fail- 
ure is the evasive, hedging, strad- 
dling type of answer that does not 
face up to the issue with any clear- 
cut analysis of the factors involved. 
Evasiveness, fuzziness and indeci- 
sion receive low values. 

Another principal source of low 
grades is the inability to organize 
an answer and express one’s 
thoughts in written words. Vague, 
rambling and unintelligible state- 
ments are found in many papers 
and give evidence of a lack of any 
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facility in the art of expression. We 
can only hope the thoughts of 
these examinees are not as con- 
fused as their answers. They should 
remember, graders are not mind 
readers. 

Inability to apply fundamental 
principles is another frequent cause 
of failure. While an answer may 
show that a candidate has memo- 
rized important principles, unfor- 
tunately he may not know how 
to apply them. And this is im- 
portant in C.P.C.U. examinations. 

It is significant that these same 
common causes of failures on ex- 
aminations are also the causes for 
many of the passing papers being 
only slightly over the line. 

So much for the general causes 
of failure. Since the analysis was 
directed primarily to the Parts I 
and II examinations, no doubt 
some of the more specific weak- 
nesses in this year’s papers should 
be listed. Here they are. 

On Part I, the candidates con- 
tinued their habit of preceding 
years of giving very poor answers 
to a question involving the appli- 
cation of the basic tests of what 
is and what is not insurance. On 
this same examination, the double- 
weight question that dealt with 
basic coverages was omitted by a 
surprisingly large number of ex- 
aminees, thereby causing the loss 
of much of the advantage we try 
to give candidates when we allow 
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a choice of the questions to be 
answered. 

On Parts I and II, the avoidance 
of questions on certain subjects in- 
dicates neglect of study in those 
areas. This certainly restricts an 
examinee’s chances of earning a 
passing grade. The topics most 
frequently avoided were accident 


Harry J. Loman 


and health insurance, rate making 
and ocean marine insurance. In- 
cidentally, it might be remarked 
that this corresponds with the ex- 
perience of other years. 

On Part II, it appears a sub- 
stantial number of persons have 
never attempted to read the sug- 
gested material on sales psychology 
and salesmanship. 
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The replies to the questionnaires 
sent to examinees indicated that a 
number of misconceptions exist 
about C.P.C.U., 


may have a bearing on the causes 


and some of these 


for failure. Therefore, I want to 
discuss them briefly before making 
some suggestions which should help 
to raise the passing ratio. 


SOME MISCONCEPTIONS 


Some candidates believe, for 
example, that the examinations are 
too difficult for the average person, 
and that the questions are designed 
for company underwriters and not 
for those in the field. Others be- 
lieve there is a trick to answering 


questions, and that answers must 


be slanted to the biases or whims 
of the graders. They believe, more- 
over, that graders are not fully 
qualified and lack the viewpoint of 
practical men. It has also been 
suggested that the American Insti- 
tute should exercise more control 
over the persons who give the in- 
struction to those attending classes 
for the purpose of preparing for 
C.P.C.U. examinations. 

These various points deserve 
some comments which I hope will 
clear up misconceptions and give 
reassurance to those who have 
been uncertain about the Institute’s 
standards and procedures, 

The C.P.C.U. designation is not 
intended for the person who as- 
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pires to be average. It is for those 
who can demonstrate their ability 
to practice insurance at the pro- 
fessional level. Consequently, it is 
no accident that the examination 
questions are pitched at a high 
level. However, they are not espe- 
cially designed for company under- 
writers. In fact, if they are aimed 
at any group it is at those who 
deal directly with the public and 
must give advice and make deci- 
sions without the aid of constant 
supervision, This means that 
C.P.C.U. questions test an exam- 
inee on his technical knowledge 
of the insurance business and how 
to use that knowledge in solving 
problems. Since the insurance busi- 
ness is not conducted in a vacuum, 
a C.P.C.U. candidate must show 
that he understands its interrela- 
tionship with other phases of busi- 
ness and the nature of the economy 
in which it operates. At the same 
time it should be emphasized that 
a candidate is not severely penal- 
ized when he misses minor tech- 
nicalities. Some questions may 
seem to probe very deeply, espe- 
cially in Part I, which contains 
questions covering some of the 
rather fine points of insurance pro- 
tection. However, it should be 
known that when the board of 
graders agrees on the value to be 
assigned to the various items and 
information to be contained in an 
answer, a passing value is assigned 
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Every substantial body of facts and learning has been reduced to writing 


to the basic issue or issues, and 
minor value or values to the less 
important and more highly tech- 
nical points. 

It should be unnecessary to say 
that C.P.C.U. questions do not re- 
quire answers to be slanted toward 
the bias of the examiners or grad- 
ers. As mentioned elsewhere in 
this article, the standard for the 
grading of each question is deter- 


mined by a group of graders in 
joint session. This serves to elimi- 
nate whatever individual bias 
might otherwise have existed. 
While there is no “trick” to an- 
swering the questions, an examinee 
must know how to analyze a 
problem and then, assuming he 
knows the answer, he must have 
the ability to transfer his thoughts 
to written words. The only known 





22 THE CASUALTY AND SURETY JOURNAL 


method of acquiring this facility is 
through practice. Perhaps some of 
our composite answers contain 
wording that implies book learn- 
ing is important. It is! Every sub- 
stantial body of facts, knowledge 
and learning has been reduced to 
writing. 

Since many of our graders are 
practical businessmen, 
point gets plenty of representa- 
tion. However, let me say this for 
the record: if it were not for the 
broader and more tolerant views 
of some of the graders who have 
had many years of experience in 
college teaching, the grading stan- 
dards would be much more inflex- 
ible and the failure ratio much 
higher. 


their view- 


GRADERS QUALIFIED 


Every grader is fully qualified 
by technical training and years of 


experience to perform the task 
assigned to him. For example, four 
of the Part I and II graders are in 
the insurance business and hold 
the C.P.C.U. designation. All 
graders for Part IV (Law) are 
attorneys. At least one of the Part 
V (Accounting, Finance, Manage- 
ment) graders is a C.P.A. 

This group of experts has been 
assembled over a period of years. 
The same group of graders that 
handled the papers in our first 
series of examinations in 1943 is 
still with us. The principal changes 
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in the last nine years have been 
additions to the staff which were 
made necessary by the increasing 
number of examinations. 


SETTING STANDARDS 


Grading standards for each 
examination are set in joint session 
by the entire group that grades a 
specific examination part. No 
single person determines the stan- 
dards or values. Each sub-part of 
a question is evaluated separately. 
No person receives a failing grade 
on an examination unless at least 
two persons who apply the stan- 
dards independently of each other 
have assigned grades that are below 
passing. At this point I might men- 
tion that if any examinee requests 
it, the Institute will notify him of 
the principal cause of his failure 
and include a list of the questions 
for which he earned less than a 
passing grade. 

The American Institute is not 
a course-giving organization, 
although it does furnish advice and 
guidance to those who wish to con- 
duct courses for the purpose of aid- 
ing insurance personnel in their pre- 
paration for the C.P.C.U. examina- 
tions. Any college or university that 
has an interest in providing such in- 
struction is supplied with sets of 
previous C.P.C.U. examination 
questions and composite answers, 
a teacher's manual, and a set of 
the topical outlines that serve as 
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a guide for the teacher in charge 
of the class. The recommended 
minimum number of discussion 
hours and outside study hours are 
indicated. Screening of all appli- 
cants for admission to classes is 
recommended, especially for the 
purpose of eliminating from the 
Part I and II classes any beginners 
in the insurance business. It is 
further suggested that lectures be 
reduced to a minimum and discus- 
sion maximized. Written work 
which includes questions of the 
type asked in C.P.C.U. examina- 
tions is most strongly recommend- 
ed. We are fully aware that our 
advice, recommendations and sug- 
gestions are frequently not ob- 
served. We have no authority to 
enforce them, but the members of 
a study group should be able to 
take appropriate action. 


FAILURE PREVENTIVES 


The combination of observations 
made from the analysis of exam- 
ination papers and the question- 
naires returned by C.P.C.U. exam- 
inees suggests the following sum- 
mary of what should be done by 
every C.P.C.U. examinee: 

(1) Become familiar with the 
American Institute’s requirements 
for the C.P.C.U. designation. (Ob- 
tain from the Institute a copy of 
the Announcement, topical study 
outlines, and previous questions 
and composite answers.) 
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(2) Be willing to make sacri- 
fices in time and effort in studying 
for the examinations. 

(3) Take an inventory of what 
you know. 

(4) Make an intelligent plan 
for your preparation for the ex- 
aminations, 

(5) Follow a 
schedule of study. 

(6) If you lack adequate back- 
ground in certain subject matter, 
try to attend classes which cover 
this material. 

(7) Study all reading assign- 
ments thoroughly before attending 


predetermined 


class. 

(8) Participate in class discus- 
sions—this does not mean monop- 
olize them. 

(9) Do not depend on classes 
that are on a lecture basis only. 

(10) Take all written quizzes 
given in class. Ascertain and over- 
come any shortcomings you may 
have in transferring your thoughts 
to written words. Ask for written 
quizzes and examinations that con- 
tain questions of the type and 
comprehensiveness found in the 
C.P.C.U. examinations. Practice of 
this kind will reveal your weak- 
nesses and allow time to correct 
them before the C.P.C.U. exam- 
ination date. 

(11) Do not attempt to cram 
at the last minute. 

(12) Read carefully the exam- 
ination instructions that are sent 
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to each candidate just prior to the 
examination, so that you will know 
the procedure to follow on the day 
of the examination. 

The foregoing failure preven- 
tives may be used as a check list 
by any person who wishes to diag- 


nose his own failure of a C.P.C.U. 
examination. More importantly, 
however, every candidate who 
follows these suggestions before 
attempting any of the examinations 
will help to increase the passing 
ratio. 






























































“It’s developed a small ping—about E-flat, I'd say” 





Certain developments of the 
past year in the various lines 
of suretyship may serve as im- 
portant signposts to the year 
ahead and deserve the atten- 
tion of every alert producer 


Current Trends in Bonding 


S THIS ARTICLE is written in 
mid-November, 1951, it must 
be understood by the reader that 
the review is not a complete 
year’s picture. Forty-five days can 
change every aspect of our busi- 
ness—particularly in these unpre- 
dictable times. 

The year has been an unusual 
one in many ways. Record-break- 
ing premium writings will no 
doubt be reflected. A rising infla- 
tion spiral, as well as creatively 
new business, will account for the 
growth in premium writings. The 
year 1951 was also a so-called “on” 
year in three-year fidelity pre- 
miums. 

Rearmament construction pro- 
grams loomed large in the contract 


The author—Mr. Taylor is second vice 
president of the Fidelity and Deposit Co. of 
Maryland. Entering the business in Phila- 
delphia in 1922 as clerk, he was successively 
special agent in Philadelphia and Atlanta, 
assistant ger and ger for his com- 
pany in Atlanta, assistant manager of the 
agency department in the home office, res- 
ident vice president in Detroit and manager 
in New York. He was promoted to his present 
position in 1950. 
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bond figures, while a falling off in 
non-defense contracts was reflected 
adversely in contract bond pre- 
miums. But the seriousness of the 
latter did not start to take effect 
until the second half of the year. 

It was a year of spectacular em- 
bezzlements in both size and num- 
bers—a year of exposés of organized 
crime by both the Kefauver and 
O’Conor Committees—a year bring- 
ing to light a deterioration of in- 
tegrity in high and low political 
offices. Any one of these is enough 
to give an underwriter sleepless 
nights, but taken together, they 
create a nightmare never dreamed 
of even by the residents of Sleepy 
Hollow. 
Contract Bonds 

Rate reductions between 1936- 
1951 ranged from 25 percent to 
33 1/3 percent on these bonds, yet 
the volume of business increased 
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markedly and 1951 will probably 
set the all-time high for contract 
bond premium volume. 


Losses ALso HicH 


Losses also will approach this 
high level, as Dr. Jules Backman, 
author of Surety Rate-Making, 
pointed out in a recent address. 
“Failures in the construction in- 
dustry have risen substantially,” 
said Dr. Backman, “and at a faster 
rate than total business failures 
during the postwar period. . . . In 
the first half of 1951, total business 
failures were less than half as large 
as in the full year 1950; for the 
construction industry, on the other 
hand, failures for the first half of 
1951 were equivalent to 70 per- 
cent of the 1950 total. Thus con- 
struction failures were still rising 
in 1951.” 

Much of the construction in 
1951 was for facilities for the de- 
fense effort. Of necessity this type 
of building will taper off—probably 
late in 1952—as the emphasis will 
switch from building and re-tooling 
to armament production. And the 
enormous requirements for mate- 
rials and manpower will be re- 
flected in a further cut-back in non- 
defense construction. Failures of 
contractors and losses under bonds 
will in all likelihood continue to in- 
crease during 1952. Shortages of 
materials and manpower will con- 
tinue to take their toll. 
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Many highly successful agents to- 
day devote a major portion of their 
efforts to obtaining contract bond 
business. The profits to them are 
worth while, and the business will 
continue to grow in the years to 
come despite likely minor setbacks 
from time to time. The protection 
to private owners as well as to pub- 
lic bodies is today recognized as an 
economic essential by insurance 
men and companies. The agent 
who fails to solicit this class misses 
one of the most fascinating sources 
of his business, as well as worth- 
while commissions. 

License, Permit and Misc. Bonds 

Here should be an active field 
for the energetic agent. As the 
number of private enterprises in- 
creases, so does the number of 
bonds in these fields. As the cen- 
ters of population grow, the neces- 
sity of bonding special licensees 
and permittees increases. Further- 
more, businesses requiring these 
bonds are legion. Alphabetically 
they range from the alcoholic bev- 
erage dispenser to the zoological 
displayer. Frequently the obliga- 
tions of one of these principals are 
not met by a single bond, and 
many also lead to the selling of 
various kinds of liability and prop- 
erty damage insurance, 

The requirement of miscellane- 
ous bonds also increases in geo- 
metrical progression as the involve- 
ments of business enterprises in- 
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crease. Many concerns are called 
upon to give bonds guaranteeing 
the fulfillment of all types of agree- 
ments and credits. These, too, offer 
lucrative fields for the active bond- 
ing agent. 

Court and Fiduciary Bonds 

Statistics portray a small but 
steady increase annually in these 
two types of bonds. Little of the 
spectacular annual 
exhibits in 
business failures and dishonesty in- 
crease, so will these loss ratios in- 
cline. The mishandling of trust 
funds presents an ever-increasing 
need for close observation by pro- 
bate courts, as well as the require- 
ment of adequate bond penalties. 
For every agent throughout the 
country this field is a constantly 
active one. 

Public Official Bonds 

People have always looked up 
to those fine citizens who have so 
faithfully served our country in re- 
sponsible positions of trust. Hence, 
the recent disclosures of dishon- 
esty or impropriety on the part of 
so many in governmental positions 
have shocked the country. 

J. Edgar Hoover, F.B.I. director, 
saw an “alarming trend” in the 
theft of governmental property as 
disclosed in a recent newspaper 
article. On October 11, 1951, the 
F.B.I. reported the arrest of 120 
persons in the previous two months, 
30 of whom were accused of steal- 


accompanies 
these classes, but as 
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ing more than $1,000,000 in goods 
from the armed forces. There had 
been an increase of 14 percent in 
such thefts in the previous nine 
months, Mr. Hoover said. Consid- 
erable laxity at military bases was 
reported. To a citizenry conditioned 
to respect public servants, these 


revelations are of a most serious 
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nature. When public officers fail to 
set a high moral example, disre- 
spect of all laws follows almost in- 
evitably. In time this tends to be- 
come general, extending from men 
in highest places to the lowliest 
pickpockets. 

Most public officials are required 
by law or statute to furnish bonds 
guaranteeing faithful performance 
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of the officials’ duties, and to pro- 
tect those interested in or injured 
by the exercise of those duties. The 
necessity of selling such bonds is 
consequently lessened, but the field 
for selling remains broad and lucra- 
tive for the producer. The signi- 
ficance of the public official bond 
has been emphasized by recent un- 
fortunate trends in high places, and 
the part the producer plays in se- 
curing bonds for public officials 
therefore assumes greater signifi- 
cance. 

The recent introduction of 
blanket bond coverage into the 
public official field has eliminated 
much of the detail work formerly 
required of agents and companies, 
as well as the public bodies them- 
selves, 

Fidelity Bonds: Mercantile Concerns 


Offering one of the widest fields 
of undeveloped insurance cover- 
ages, these bonds continue to in- 
crease in number, although rate 
reductions between 1936-1951 av- 
eraging over 50 percent have ac- 
counted for the relatively small in- 


crease in premium volume. AIl- 
though it is an essential part of any 
business insurance program, some 
agents have failed to properly stress 
this type of coverage. As a result 
many under-insured and uninsured 
losses are reported daily, with re- 
sultant criticism of insurance coun- 
sellors and terrific loss to American 
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businesses. A recent survey con- 
ducted by the Hartford Accident 
Indemnity Company revealed that 
approximately 90 percent of the 
mercantile concerns in the country 
were still without fidelity protec- 
tion on any of their officers or em- 
ployees. Included in this list were 
many firms having high financial 
ratings which would indicate a 
large number of people in posi- 
tions of trust who should be 
bonded. Of pertinent interest is the 
fact that a surprising number of 
such concerns reported that they 
had not been solicited by their 
agents or brokers. This presents a 
challenge to the agencies of the 
country to inform these uninsured 
organizations of the grave dangers 
to which they are exposed. The 
steady increase in losses both in 
size and number presents a danger- 
ous exposure to every business. 
Many firms have failed as a result 
of the peculations of employees, 
and the sum total of losses reported 
annually by American businesses 
because of acts of dishonesty ranges 
larger than the total loss by fire. 
Unusually broad coverage is 
available to this market, and be- 
cause of the pressing demands of 
high costs of living it can only be 
expected that fidelity losses will 
continue to mount in number and 
size in 1952. Many so-called white 
collar workers are relatively under- 
paid, and the temptations to ab- 





CURRENT TRENDS IN BONDING 


Profits from contract bond business are worth while 


scond with their employers’ money 


those 
become 


are ever-increasing. “Bond 
trusted employees!” has 
more than a byword. It is a busi- 
ness axiom. 
Financial Institutions 

As this goes to press, the F.B.I. 
has reported 11 embezzlement 
losses in the Pittsburgh district 
alone since January 1, 1951. These 
losses to financial institutions total 


in excess of $3,500,000. Flabber- 
gasting? Yes! But a single bank in 
New York State reported a loss in 
excess of $2,000,000. And these 
are but a few of the heavy losses 
disclosed throughout the country. 

Bond forms for financial institu- 
tions have been steadily widened 
until today they constitute the 
broadest form of coverage written 
by bonding companies. Yet, did 
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these rates increase? Hardly. From 
1936-1951 they decreased by 64 
percent. 

Many bankers and brokers have 
purchased increased amounts of in- 
surance, but many are wondering 
just how much is enough. That fine 
body, the Insurance and Protective 
Committee of the American Bank- 
ers Association, has studied and 
published tables of suggested mini- 
mum limits of insurance for banks. 
But much more than the minimums 
would not have covered some of 
these losses. Selling higher limits to 
dishonesty exposures is as essential 
today as in the liability and property 
damage fields. 

Manifestly this business is not 
one of merely collecting premiums 
and paying losses. The theory on 
which corporate suretyship was 
founded was that no losses would 
be sustained. However fallacious 
may now be the application of that 
theory, the underwriter owes to his 
clients an obligation to aid in every 
way in the prevention of losses. To- 
day the successful surety agent has 
become an adviser to his clients on 


many matters. He assists his con- 
tractor clients in finding materials, 
subcontractors and, indeed, job 
prospects; he cautions them against 
an over-balance of work on hand 
as against financial ability to per- 
form; he discusses personnel prob- 
lems as well as employee relation- 
ships with his fidelity clients; in 
fact, he has reached the point of 
being of such assistance that he 
can expect to be called upon for 
every aid ranging from advice on 
bank loans to how to get tickets to 
the best show on Broadway. 

The conclusions to be reached 
from this brief survey of an al- 
ready large and still growing busi- 
ness are for the reader to decide. 
Cautious underwriters will take 
heed of 195l—a year of diminish- 
ing profits—and from all portents 
look to 1952 to continue the pres- 
ent trend of increased losses. Agents 
will regard the past year as a warn- 
ing and challenge to keep abreast 
of the business in order that their 
clients may at all times be properly 
protected. 


Revenge 


“What are you putting in your vest pocket there, Murphy?” 

“That’s a stick of dynamite. Every time Riley sees me he slaps me on 
the chest and breaks all my cigars. The next time he does it, he’s going to 
blow his hand off.” 


—The Locomotive 








COLLISION. This work train collided with a gasoline 
truck-trailer when the latter stalled on a grade crossing. 
Driver jumped clear before the train hit, but impact 
exploded the gasoline, killing the train’s engineer and 
injuring four crew members. 


A Train 
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SWAMP VICTIM. When this Air Force plane caught 
fire, its five crew members parachuted safely into the 
swamp, spent the night knee-deep in water before 
a helicopter rescued them. Below, ruined plane rests 
in water like a bedraggled butterfly. 


.? 
Wha ‘ 
SIDESWIPE. Express train above lies on its side 
after sideswiping a freight (left) which was 
travelling in the same direction. Engineer and 
fireman of the express were killed, and four of 
its 19 cars were derailed. 
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Plane | 


LAST FLIGHT. Less fortunate were the three 
crew members of this plane, all of whom were 
killed when it crashed in the bay during a training 
flight. In picture below, plane is being raised from 
the water by a barge-borne derrick. 
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$1,000,000 FIRE. Fire hoses extend snake-like $600,000 FIRE. Only a smoking fragment of this three 
across tracks, as firemen battle this huge warehouse story garage building remains perched on slender founda 
fire. Material ruined included refrigeration equip- tions, after fire, caused by an explosion, swept the struc 
ment, tools, rubber hoses and—of all things—fire ture. An adjoining furniture warehouse was also destroyed 
extinguishers! Two men were severely burned. 


A Fire 


THE NEWS 


SQUEEZED to a “fare-thee-well” is this 1951 automobile, SCATTERED to the winds are the remains of thi¢ 
between a steel pole and a fire truck, The truck, on its way automobile after it was hit by a train (not the on 
to answer an a m, crashed into the car, which had been in picture) at a grade-crossing. Sole occupant o 
parked only a few minutes earlier while the owner stopped car, a mother of three children, was killed, hurled 
off for some shopping. 78 feet from auto. 





0,000 FIRE. The fire which is roaring through 
s two-story brick and frame factory is hungrily 
youring its manufactured product—GI plastic rain- 
ar. About 5,000 persons watched the spectacular 
ze, which routed the plant’s night shift. 


PICTURES 


CORCHED to a cinder are this truck and bus, 
er the two vehicles collided. Gasoline-fed 
mes consumed them, and woman driver of truck 
s burned to death. All 35 bus passengers were 
e to escape through an emergency exit. 


ONLY A TEENSY $300,000! Wind-whipped flames 
from the burning grain elevator at right are sweeping 
toward nearby tenement buildings. At one time the 
entire residential district was threatened, causing a mass 
evacuation of dwellings in the area. 


Motor Vehicle | 


SPILLED out upon the highway are these brand new cars, 
part of a carrier load of five that collided head-on with 
a private automobile. One person was killed in this accident, 
and two were injured, including the driver of the carrier, 
who suffered shock and a back injury. 





BLOWN OUT. A large part of the roof and one 
side of this huge barn were ripped from their 
moorings, and valuable contents scattered—all 
because the barn was unlucky enough to be in 
the 1,000-yard-wide path of 


A Windstorm 


BLOWN IN. This man received an abrupt and thor- 
oughly unpleasant awakening when a large tree crashed 
through his house into his bedroom during a heavy 
windstorm. He was philosophical, however, his only 
comment being, “A miss is as good as a mile.” 


THE NEWS IN PICTURES 


Misfits ¥ 


WRONG CALLER. Occupants of house were expecting 
callers and left this window to answer the front door when 
they saw a car’s lights approaching. But car, driven by a 
20-year-old, was out of control, sheared off trees, and 
ripped backwards into house. 


SINKING FEELING. This truck, carrying 
500 gallons of oil, lies in 10-foot hole it made 
when it broke through pavement. Cave-in 
soon widened to 25 feet in diameter, and gas 
mains were shut off to prevent explosion. 


TELL ENONE 
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Usable Ideas for Today 


THE PROFESSIONAL APPROACH 


To be a _ successful multiple-line 
agent is not an easy task. It requires 
a continual study of all the different 
lines of insurance and constant alert- 
ness for changes and innovations in 
the various branches of the insurance 
business in order to keep your clients’ 
insurance coverage up-to-date. 

It is impossible for any one man to 
be an authority on all phases of the 
insurance business. It is possible, 
however, for you to know enough 
about life, accident, casualty, fire and 
marine insurance to advise your client 
about his entire insurance program, 
whether it be an individual program 
or a mercantile or manufacturing 
business. 

The multiple-line plan of operation 
offers the closest approach to a pro- 
fessional basis that can be found in 
the insurance business. The essential 
difference between a business and a 
profession is that in a business’ profit 
is the primary consideration. In a pro- 
fession, the welfare of the patient or 
client takes first place. The object of 


the conscientious multiple-line insur- 
ance man is to build a wall of protec- 
tion around his client’s home or busi- 
ness, high enough and strong enough 
to protect him against any costly in- 
surable hazards that might threaten 
him. It is concentrating your atten- 
tion on the job to be done rather than 
on the commissions that will accrue 
from the sale of the insurance. This 
is the professional attitude that every 
real insurance man is striving to ad- 
vance, 

If you handle a client’s fire, cas- 
ualty or marine insurance program 
successfully, you will gain his respect 
and confidence to the extent that he 
will be willing to discuss his personal 
affairs with you. This will reveal sit- 
uations in which life insurance can be 
of servce to him. The multiple-line 
agent is in an enviable position as far 
as the production of life insurance is 
concerned. You have gained the con- 
fidence of your client through the 
skillful handling of his liability and 
property lines of insurance. He will 
accept your recommendations in re- 
gard to his life insurance needs, as 





36 THE CASUALTY AND SURETY JOURNAL 


readily as he has accepted your ad- 
vice in regard to his other insurance 
needs. 

There are some forms where it is 
well not to attempt to advise a client, 
particularly group annuities, or any 
type of corporate retirement plan. In 
such cases a call for help to the home 
office will bring you the assistance of 
someone who devotes his entire time 
to this work. 

Don’t forget that the insurance 
business, particularly the casualty and 
fire fields, is dynamic, not static. It is 
constantly changing. You must study 
these changes. You must study them 
in the light of how they can and 
should be adapted to the programs 
and operations of your various clients. 

To handle the insurance account of 
a large mercantile or manufacturing 
concern properly, gather up all of the 
insurance policies at regular intervals 
and bring them up-to-date by discard- 
ing those that are obsolete, by pasting 
current endorsements in the policies to 
which they fit and by making a neat 
and attractive insurance survey or 
analysis which the client can keep be- 
fore him at all times. 

If a client has an obligation to an- 
other agent, help him recognize that 
obligation. If the client feels that he 
should place a policy with another 
agent, encourage him to do so. Get 
him to do it himself rather than 
through you. 

—U. S. Review 
7 7 7 
EMBARRASSING GAPS 


The public is seizing every oppor- 
tunity to hold a person responsible for 
his negligent acts—so Liability insur- 
ance now touches upon every phase 
of man’s life. Too many agents are 
providing Liability insurance against 
specified hazards only. This leaves 
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gaps in coverage. To keep from being 
placed in this embarrassing position, 
it is advisable that when you think of 
Liability insurance—think only of 
Comprehensive Liability. This cannot 
be emphasized too strongly nor too 
often repeated. 

Hazards most often overlooked and 
probably the least understood are 
Contractual and Independent Con- 
tractor’s Liability. Comprehensive 
General Liability covers not only lia- 
bility imposed by law for negligence 
but also liability assumed under con- 
tract or agreement. 

What is Contractual Liability? It 
is not, as is so often thought, liability 
for acts of a contractor doing work for 
a person, firm or corporation, but is 
the transferring of one’s liability im- 
posed by law for negligence to an- 
other person who otherwise would not 
be held liable. This is accomplished 
by the parties entering into a contract 
or agreement. In the past few years 
many persons, firms or corporations 
have been asked to sign so-called 
“hold-harmless” agreements without 
any thought or realization of the pos- 
sible seriousness of their action. There 
has been a growing tendency for 
landlords to require tenants to sign 
leases which contain a “hold harm- 
less” clause whereby the tenant as- 
sumes all or only part of the landlord’s 
liability. It is of prime importance that 
the person, firm or corporation be 
asked, “Have you signed a _ lease 
agreement?” If the answer is in the 
affirmative then determine whether or 
not the lease contains a “hold harm- 
less” clause. If it does then the Con- 
tractual Liability hazard is present. 

Let us suppose that a person was 
injured on the premises, and the facts 
show that the landlord was negligent; 
then the landlord would, by virtue of 
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the “hold harmless” clause in the 
lease agreement, require the tenant to 
pay the damages. It does not take 
much imagination to picture what 
would happen if such a lease were in 
effect and no coverage had been pro- 
vided for Contractual Liability. “Sor- 
ry, your policy does not cover.” 

A Comprehensive policy is not an 
“all loss” policy. However, as the ex- 
clusions are few, this form of policy 
offers many advantages, and it is at- 
tractive to the buyer when properly 
presented. It is the broadest form of 
liability protection available to the 
insurance buyer. 

—Saint Paul Letter 


rh. 2 


HoME Away FROM HOME 


If a fire should sweep you out of 
your house or apartment, your fire 
insurance would help indemnify you 
for the loss of your possessions—but 
what about additional living expense 
“When fire moves in, and you move 
out”? 

This usually means a_ furnished 
apartment or a hotel for you and 
your family; and your grocery bill at 
home would have been small com- 
pared to hotel or restaurant meals for 
the wife and children. Fido isn’t wel- 
come in the hotel, so that means 
board for him. The list goes on and 
on. 

Occupants of a dwelling or apart- 
ment may obtain insurance against 
extra expense by means of an en- 
dorsement on a standard fire insur- 
ance policy. The endorsement sets up 
a total sum for the insurance. It speci- 
fies the period of indemnity as that 
necessary to restore the premises or 
until the insured’s household becomes 
settled in permanent quarters, The 
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limit of recovery for any one month 
of emergency living cannot exceed 25 
per cent of the amount of insurance; 
therefore, the amount of insurance 
should be at least four times the esti- 
mated additional living expense for 
one month. 

Considering the nominal cost of ad- 
ditional living expense insurance, ev- 
ery personal account on your books is 
a good prospect, with sales resistance 
at a minimum. 

You owe it to yourself and your 
“bread and butter” business (those 
customers usually living on a budget 
and frequently underinsured) to pro- 
mote this type of insurance. Your cli- 
ents will thank you and talk about 
that “good agent” who not only paid 
their property loss but also their addi- 
tional living expense. 

“When fire moves in, you move out 
—and that costs money.” 

—Fireman’s Fund Record 


7 7 7 
RULES FOR THE SPEAKER 


Often our agents are active in civic 
affairs and are called upon to make 
speeches. Perhaps they will enjoy the 
recommendations of an accomplished 
speaker who gave the following four 
points for good speech-making: 

1. Talk about something you have 
earned the right to talk about. 

2. If you talk with animation your 
audience will forgive many things. 

8. Don’t do anything to distract 
from what you are saying to what you 
are doing (such as dangling your 
key chain). 

4, Last and greatest rule—when you 
are about half done, sit down. 

—Cravens-Dargan Review 
as quoted in Rough Notes 
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A Primary NEED 


During the past ten years Accident, 
Health and Hospital-Surgical premi- 
um volume has grown more rapidly 
than that of any other line. More than 
84 million people now have disability 
coverage and more than 66 million 
have some form of hospital coverage. 
Accident and Health Insurance is con- 
tributing in a very material way to 
the realization of personal security in 
this country. Today, it’s needed more 
than ever before. 

The human need—and desire—for 
disability insurance is a primary one. 
Because of the higher taxes and higher 
living costs prevailing today, men and 
women who must rely upon their 
ability to earn income depend on the 
regularity of their pay-checks for the 
income out of which to meet their 
current obligations and to maintain 
the standards of living to which they 
and their families are accustomed with 


some margin of savings, if possible. 
While in good health and able to be 
on the job, employed persons can nor- 
mally expect to be able to carry on 
their usual mode of living. But, when 


disability strikes an income-earner 
that person’s normal routine of living 
is at once disrupted and there arises 
the problem of loss of ability to earn 
income plus, in nearly every case, the 
added burden of unexpected expenses. 
The average employed person is no 
longer in a position to take care of 
the expenses of securing necessary 
care and treatment of injury or illness 
out of sivings. The most satisfactory 
and economical method of guarding 
against these emergency situations is 
through Accident and Health Insur- 
ance... . 

There is an extensive field of pros- 
pects who need—and want-—this es- 
sential protection. Today it’s needed 


more than ever before. See and sell 
these prospects now. 
—The General’s Revieu 


#3 
Se_it Hic Limits 


In these days of rapidly increasing 
values, a $5,000 Automobile Property 
Damage Liability limit is no longer 
adequate. Here are a few cases in 
which the automobile owner with only 
a $5,000 P.D. Liability limit would 
have been badly out of luck. 

1. When the brakes failed to hold, an 
automobile parked on a hill ran away 
and crashed into a building setting fire 
to it. The damages were $23,000—the 
insurance was $5,000. 
2. The owner lost control. The machine 
jumped the sidewalk, crashed into a 
frame warehouse, overturned and 
caught fire. The fire subsequently 
spread to the building which was de- 
stroyed with its contents. The total 
loss was $28,000. 
3. The automobile became unmanage- 
able, broke off a hydrant and before 
the water could be shut off, the cellars 
of two large stores were flooded. The 
property damage claims were in the 
neighborhood of $100,000. 
4. The car ran out of control while 
proceeding down a steep hill, side- 
swiped several parked cars, and finally 
came to a stop after crashing into a 
drugstore. Twelve property damage 
claims resulted. Total cost approxi- 
mately $19,000. 
5. A private passenger automobile 
caused the total destruction of a large 
tractor-trailer unit and cargo. The ver- 
dict was $23,800-—the insurance was 
$5,000. 

—Travelers Protection 

as quoted in 
Insurance Digest 





e In this article the author de- 
scribes some of the ways in 
which the surety industry is 
promoting good public rela- 
tions by reducing areas of 
controversy and _ misunder- 
standing, particularly in the 
complex field of construction 
contracts 


Improving Surety Relationships 


XPERIENCE HAS PROVED that re- 
EF ducing areas of misunderstand- 
ing and controversy between parties 
promotes better relations. There re- 
sults not only an improved rela- 
tionship between the immediate 
parties, but an improved industry 
position as well. 

In the past, most successful busi- 
ness executives instinctively applied 
the principles of proper public re- 
lations. However, today these prin- 
ciples are more thoroughly under- 
stood and appreciated, and alert 
organizations seek to adopt pro- 
cedures which are calculated to 
improve public relations. 

The surety industry has shown 
public relations awareness, for ex- 
ample, in its education of the pub- 
lic on the benefits and advantages 
of surety bonds. Then, too, expe- 
rienced surety companies utilize 


of the surety claims division of the National 
Surety Corp. He has been in the surety 
business since 1924, when he joined the 
National Surety staff. He is a member of the 
New York and Connecticut bars. 
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exceptionally qualified and special- 
ly trained claim men. In construc- 
tion contract cases, particularly, 
the need for special skills and 
know-how is apparent when one 
considers the multiplicity of inter- 
ests and problems which may be 
presented when a contract goes in- 
to default. 

Proper claim handling benefits 
the entire surety industry. While 
controversy and misunderstanding 
may never be eliminated entirely, 
the industry can well utilize claim 
situations to sell corporate surety- 
ship. Experienced surety compa- 
nies do just this. Actually, in the 
very field of controversy, oppor- 
tunity is found to improve industry 
public relations. 

There is evident today a more 
liberal attitude on the part of busi- 
ness in general, a trend toward 
getting away from technicalities. 
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This practice is notable in the 
surety field. 

Many will remember the unfav- 
orable reputation which some sur- 
eties acquired in the old Heard Act 
days. The technicalities of the 
Heard Act brought on conflict. The 
single bond protected the suppliers 
as well as the government. The 
government had the exclusive right 
under the bond for six months after 
final settlement. Theoretically the 
government’s claim might absorb 
the entire bond penalty. In practice 
this happened very rarely, but it 
furnished an argument which the 
sureties used. After six months the 
suppliers could sue on the bond. 
Suit was forever barred unless it 
commenced within one year after 
the date of final settlement, and all 
claimants were required to inter- 
vene in the one and only action 
permitted. 


HeaArD Act TROUBLES 


Suit instituted by a supplier be- 
fore the six-month period com- 
menced was subject to dismissal as 
premature. Suit started after the 
one-year limitation had expired was 
subject to dismissal when the sure- 
ty interposed the defense of limi- 
tations. If a premature suit was 
started, the usual delays attendant 
to litigation sometimes prevented a 
determination for several years. By 
the time the court handed down 
its judgment dismissing the suit, it 
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was invariably too late to start a 
timely suit because the one-year 
limitation period had expired. 
Interpretation of the proper date 
of final settlement by one claimant 
and his lawyer operated to deter- 
mine the fate of all of the claim- 
ants. If this interpretation was in- 
correct, many claimants could lose 
their rights. Final settlement might 
be attempted by the government 
department which had charge of 
the contract. If it became neces- 
sary, under some law or regulation, 
to refer the contract and settle- 
ment to the Comptroller General, 
it immediately became doubtful 
whether or not the settlement made 
by the department was the “final 
settlement” which ‘started the run- 
ning of the period of limitations. 
In most of these cases the Comp- 
troller General also stated a “final 
settlement.” Which of these was 
the correct final settlement under 
the law? No one could answer this 
question with certainty until the 
court handed down its decision 
several years after the event. 
The Comptroller General de- 
partment would make inquiries to 
clear ambiguities or obtain addi- 
tional facts. Its decisions were de- 
layed by the usual press of busi- 
ness, and in many instances its final 
settlement was not stated until 
more than a year after the final set- 
tlement of the department. As a 
result, claimants were often be- 
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tween the horns of a dilemma; 
they could never be certain. Invari- 
ably some impatient claimant would 
commence premature suit. Many 
claimants with claims that were 
otherwise sound and proper lost all 
of their rights. 

This state of confusion and un- 
certainty made it necessary to pur- 
sue claim practices which placed 
the surety in a difficult public re- 
lations position, Regardless of the 
legal justification for its acts and 
positions taken, it found itself in 
disfavor. Every claimant who was 
subject to loss or delay had nothing 
but harsh words for suretyship. 

A wholesome change occurred 
almost overnight when the Miller 
Act was adopted in place of the 
Heard Act. The Miller Act pro- 
vided for a separate payment bond 


for the exclusive benefit of the sup- _ 


pliers. Any number of suits might 
be brought on it, and suit could be 
started any time, so long as pay- 
ment of a claim was 90 days over- 
due. 

Claim handling procedures un- 
derwent a great change, as the 
clam man now needed only to 
concern himself with the propriety 
of the claim. If the claim was 
found proper and correct, prompt 
payment was made. Good will was 
promoted, and public relations im- 
proved. There was a favorable 
change of attitude, particularly on 
the part of the suppliers. This 
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proved most helpful during the 
last war when contracting officers 
were inclined to waive bonds. Sup- 
pliers demanded the restoration of 
bonds. They prefer to supply and 
service contracts which are bonded; 
and they were materially respon- 
sible for preventing general bond 
waivers on Federal contracts. 


Charles G. Roth 


At the present time, there are 
still situations which produce con- 
troversy, and the elimination of 
these controversies will bring about 
an improved industry picture. A 
discussion of some of these situa- 
tions appears worth while. 

1. The expression “labor and 
materials” has caused misunder- 
standings which have resulted in 
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a great deal of difficulty for the 
surety industry. Statutes require 
bonds conditioned for the prompt 
payment of labor and materials. 
Payment bonds are similarly con- 
ditioned. The major portion of liti- 
gation on payment bonds in the 
past has been concerned with in- 
terpretation of the expression “labor 
and materials.” Some courts have 
refused to allow recovery for items 
which were not physically incor- 
porated into the bonded project. 
Recovery has, on occasion, been 
denied for fuel (even though it 
was used on and consumed in the 
work); for repairs to equipment; 
for services such as telephone, elec- 
tricity and water; for insurance 
premiums; for stationery and office 
supplies; for form lumber (even 
though its value had been dimin- 
ished or destroyed in performance 
of the bonded contract); for rental 
of equipment and for freight and 
transportation. 


INTERPRETATIONS BROADEN 


With the passage of time, the 
courts have broadened their inter- 
pretation of the expression “labor 
and materials.” The definite trend 
has been, and appears to continue, 
toward the enlargement of liability 
to include every item which may 
be deemed essential for the prose- 
cution and completion of a con- 
tract. Courts have been liberaliz- 
ing their conceptions and interpre- 
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tations. In some instances remedial 
legislation has been adopted as the 
result of court rulings denying re- 
covery. Public and private owners 
have demanded proper bond forms, 
sometimes conditioned for the 
prompt payment of specific items 
in addition to “labor and mate- 
rials.” The gain in good will and 
improved public relations through 
elimination of such controversial 
issues will be decidedly beneficial. 

2. Defaults which occur prior 
to complete performance present 
problems which often involve con- 
troversies. In such defaults the 
owner usually wishes the surety to 
take over and complete. The sur- 
ety would welcome fixed price bids 
to complete from contractors, sup- 
ported by bond. However, fixed 
price bids are often difficult to ob- 
tain. Default situations involve 
many intangibles, including cor- 
rective work, labor and material 
shortages, interpretations of plans 
and specifications and the possi- 
bility of strict inspection which 
might increase loss. For these and 
other reasons, contractors prefer 
the safety of cost-plus arrange- 
ments. 

From the owner’ viewpoint, 
time may be of the essence. Delay 
for the purpose of procuring fixed 
price bids may prove intolerable. 
The owner’s representatives frown 
on delays which the surety im- 
poses merely for the purpose of 
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Laws require bonds conditioned for prompt payment of labor and materials 


mitigating its loss. The owner usu- 
ally has the right to complete on 
force account or under a negoti- 
ated contract with a contractor of 
its own choosing. In situations 
where the surety is convinced that 
the owner proposes to let a con- 
tract on a cost-plus basis, the sure- 
ty might be well advised to take 
over itself and relet the contract 
on a cost-plus basis to a contractor 


of its own choice. In adopting this 
procedure; the surety would be in 
a position to favor one of its own 
competent customers. When a sure- 
ty cooperates in this manner, it 
pleases its friends, makes new 
friends, avoids making enemies. 
In some instances the owner may 
be willing to readvertise and relet. 
In fact, the law obligates the own- 
er to do so on public contracts in 
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certain jurisdictions. Adoption of 
this procedure would bring a fixed 
price bid, and from the surety’s 
viewpoint this is deemed beneficial, 
since it produces the lowest avail- 
able price. Such situations afford 
the surety an opportunity to build 
good will. The surety should co- 
operate to eliminate delay. If the 
surety is informed that completion 
will be tendered following the ex- 
piration of a pending seven-day 
notice, and has decided that it pre- 
fers not to take over for comple- 
tion, it can promote good will and 
friendship by immediately advis- 
ing the owner so that the latter 
can proceed without delay. 


Pusiic WELFARE First 


When the public welfare is in- 
volved in a default situation, the 
surety may be obliged to submerge 
its own interests to that of the pub- 
lic. It must consider extending its 
cooperation and service at the risk 
of increasing its loss. Prompt per- 
formance may be of paramount im- 
portance in these cases. The surety 
should, if reasonably possible, step 
into the breach. It may have to 
arrange to relet on a cost-plus-a- 
fixed-fee contract. If possible, it 
should select a contractor favorably 
regarded by the owner. Such ser- 
vice will build up good will and 
the friendly relations may operate 
to reduce loss. 
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3. Controversy between the con- 
tractor and another party creates 
an unhappy situation for the sure- 
ty. The owner and the contractor 
may each claim that the other is in 
default. The surety’s liability is the 
same as the liability of the con- 
tractor, its principal. If the surety 
should take over on default, despite 
the contractor’s insistence that the 
owner is in default, the surety risks 
the loss of the contractor’s indem- 
nity. Should the contractor later 
prevail in litigation with the owner, 
the court would likely hold that the 
surety was a volunteer in taking 
over and refuse to permit the sure- 
ty to recover from the contractor 
indemnity agreement. 


under his 


The surety may even be subjected 


to an action for damages. 

The surety may take a tactful 
and reasonable position with the 
owner, offering to use its good of- 
fices in an endeavor to bring the 
parties together, on the theory that 
litigation is expensive to all con- 
cerned without commensurate gain. 
The decision in each such case de- 
pends upon its merits, and the 
surety should not lend its aid and 
comfort to arbitrary and wrongful 
resistence to payment of proper 
claims, even though the claimants 
are third party beneficiaries. 

4. Sureties are sometimes in- 
volved in controversies with lend- 
ing banks. The banks maintain that 





1952 


their loans have benefited the 
contract and have relieved the sure- 
ty and reduced its loss. The surety 
feels that the proceeds of the loan 
may have permitted the contractor 
to increase its loss through the 
continued operation of an unprofit- 
able contract. When default oc- 
curs, both bank and surety take 
the proper steps each for its own 
protection. 


Bank's Position DiFrFICULT 


Upon default, the contractor’s 
right to payment is suspended un- 
til the contract is completed, the 
cost of completion met out of the 
contract fund and the claims of the 
suppliers fully paid. Where the 
contract fund is sufficient to take 
care of all these items, the surety 
can have no loss. If the surety is 
compelled to pay the suppliers, it 
becomes subrogated to their pre- 
ferred position. It follows that the 
lending bank has, at best, a difficult 
position. 

Some suppliers continue to ex- 
tend credit to contractors despite 
definite indication of financial dis- 
tress. These suppliers rely exclu- 
sively upon the payment bond. 
Their claims may be vulnerable to 
attack if it appeared that the sup- 
plier continued to extend credit 
despite definite knowledge of the 
contractor’s insolvency. 

All of the above troublesome 
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situations do arise, and the best in- 
terests of the surety industry are 
served if an atmosphere of equity 
and fair dealing prevails between 
the lending banks and the sureties, 
as well as between the suppliers 
and the sureties. 
SHOULD Work TOGETHER 

A clarification of interrelations 
and an equitable disposition of 
their respective rights between 
banks and sureties would minimize, 
and perhaps even eliminate, contro- 
versies. They should work together 
for their mutual benefit. 

Large and influential suppliers 
with credit departments could as- 
sist by giving prompt notice to the 
sureties upon the contractor's fail- 
ure to meet his obligations within 


a reasonable time. It would ap- 
pear feasible for the sureties and 
credit men’s associations to coop- 
erate in order to assure that credits 
extensions would be on a reason- 


able basis. This would facilitate 
good relations between the sureties 
and suppliers. It would reduce the 
chance for controversy. It would 
certainly make it easier to handle 
and pay claims promptly. 

The situations covered above af- 
ford the surety industry several 
areas of opportunity for improved 
relations with the various segments 
of the public. 

Progress to the solution of these 
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problems can be enhanced best by 
surety companies using qualified 
men with not only the technical 
knowledge to handle the complex 
and trying situations arising in con- 
struction contract cases, but by us- 
ing men who have the broad pub- 


lic interest and overall best inter- 
ests of the industry as a whole, 
foremost in their minds. The com- 
panies that meet the problems 
properly not only better serve their 
agents and clients, but do credit to 
the surety industry as well. 





“All right! Where’s the financial crisis?” 





... AUTOMOBILE 


Interesting Explanations. In Syracuse, 
N. Y., a motorist arrested on a charge 
of driving a car without a license, ex- 
plained that he had done so because 
he couldn’t pass the driving test. . . . 
In East Hartford, Conn., a woman ar- 
rested for driving through a red light 
explained why she had never taken a 
driver licensing test: “I didn’t have 
enough confidence in my driving abil- 
ity.” . . . In Salisbury, England, a 
motorist arrested for speeding ex- 
plained: “I had just bought a copy of 
the highway code and was preoccu- 
pied with reading it as I drove along.” 


... BURGLARY AND THEFT 
Twice Bitten. In Chicago, a man who 
had just received a $235 check from 
an insurance company, covering loss 
of goods stolen from his shop, was 


robbed of the check. . . . No Hiding 
Place. In Shawneetown, IIl., two men 
broke into the city jail and robbed a 
prisoner of $150. 


... FIDELITY AND SURETY 
Expert. In Albuquerque, New Mex., 
the proprietor of a business machine 
company discovered that a check of- 
fered by a customer in payment for 
a new check-writing machine was a 
forgery. . . . Heavy Humor. In Salt 
Lake City, a merchant received back 
from the bank a customer’s check 
marked “no account.” Too late the 
merchant noticed the signature on the 
check—“U. R. Stung.” 


... LIABILITY 
Worm Turns. In Miami, Fla., a civil 
court jury awarded a $537 judgment 
to a railroad against a motorist whose 
car damaged a train in a collision. 


. .. MISCELLANEOUS 


Scare Stories. In Rotan, Texas, a man 
killed a rattlesnake behind the barn. 
That evening he went out in the dark 
and cut off the rattles for a souvenir. 
Next morning when he viewed the 
dead snake, he noticed it still had its 
rattles. . . . In Hollywood last year a 
movie director paid some hitchhiking 
soldiers a dollar for a land mine they'd 
picked up in Korea. The director used 
it as a doorstop, then as a stool to 
stand on behind his bar. Last week he 
got to thinking about it, decided to 
take the mine to the police. They told 
him it would explode under 200 
pounds of pressure. He weighs 173. 


... PLATE GLAss 
The Full Life. In Chicago, a man ad- 
mitted smashing eight plate-glass win- 
dows because “it gave me a sense of 
fulfillment.” 
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“Well, here it is 1952! Shall we try to get along with each other this year, or 
shall we have another budget?” 
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Court 


Decisions 


LVI 


ALAN GRELLER, LL.B. 


Liability for Real Property Damage— 
A husband and wife, owners of real 
estate, brought suit against a petro- 
leum company for damages for con- 
tamination of their water supply by 
gasoline spilled by the company’s em- 
ployee when delivering gasoline to the 
premises to fill a tank maintained by 
the property owners for general use. 
The owners claimed that the contami- 
nation of the water supply caused a 
permanent injury to their property and 
that its market value had been thus 
reduced by $4,000. The jury returned 
a verdict in favor of the property own- 
ers in that amount. The judgment was 
affirmed on appeal. (Duffy v. General 
Petroleum Corp. (California 1949) 
209 P. 2d. 986. ) 
e+ #g 


Liability of Farmer—A rice farmer em- 
ployed a pilot to spray his crop by air- 
plane with chemical dust. Knowing 
the dust to be harmful to certain other 
crops, he instructed his pilot not to 
release the dust if there was any wind. 
During the operation a breeze arose, 
but the pilot continued to release the 
dust until the farmer succeeded in 


stopping him. Some of the dust drifted 
to other farms a mile or so away and 
damaged the cotton crop there. The 
cotton farmers sued the rice farmer 
for damages and were awarded judg- 
ments which were affirmed on appeal. 
(Burns v. Vaughn (Arkansas 1949) 
224. S. W. 2d. 365.) 


< “ 


Liability of Hotel Keeper—A woman 
guest at a hotel, desiring to go out for 
a cup of coffee after dark, left her 
room and started toward the back 
door of the hotel. She had used this 
door when she had been a guest there 
previously. She pushed on the screen 
door, stepped out and immediately fell 
into a ditch which had been dug in 
the course of repairing the hotel’s 
steam piping. As a result of the fall 
she sprained her back and ankle and 
suffered shock and pain. In her suit 
against the hotel to recover for the 
injuries the jury returned a $3,500 
verdict in her favor. The appellate 
court affirmed the judgment. (Harral 
v. Kent Corporation. (Kansas 1949) 
212 P, 2d. 356.) 





Compulsory Automobile Insurance 


The following is an address recently 
delivered by Mr. Murphy before the 
“Forum on Automobile Problems” of 
the Greater New York Insurance 
Brokers Association. It is published 
here in response to numerous requests. 
Readers desiring reprints may obtain 
them by writing to the public relations 
department, Association of Casualty 
and Surety Companies.—Ed. 





woven DISCUSSION of compulsory 
automobile insurance may 
properly be divided into two parts, 
as follows: 

1. The merits and demerits of 
compulsory automobile liability in- 
surance and 

2. The effect of compulsory au- 
tomobile liability insurance on in- 
surance producers, by which I 
mean, of course, the brokers and 
agents who, as independent busi- 
nessmen—independent contractors 
—operating in the same manner as 
any Main Street merchant, “re- 
tail” insurance protection to the 
great body of “consumers.” 

I may say that I oppose such 
compulsory insurance, which might 
surprise many who mistakingly as- 
sume that everyone in the insur- 
ance industry would naturally 


The author—Mr. Murphy is general counsel 
of the Association of Casualty and Surety 
Companies. Formerly insurance commissioner 
of lowa, he is also past National Commander 
of the American Legion. 
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favor a measure “that makes every- 
body carry insurance,” inasmuch 
as this would make more business 
for everyone in the insurance in- 
dustry. That is untrue. 

Making haste in heedless hurry 
and repenting in sometimes pain- 
ful leisure is an old human habit. 
There are signs that it may be 
repeated in the case of compulsory 
automobile insurance. If this dis- 
cussion, in some degree, persuades 
any substantial part of the public 
to stop, look and listen, then we 
shall have rendered a service of 
value to the people of this state. 

In taking up the first point—the 
merits and demerits of compulsory 
automobile insurance—there is one 
fact that must be made unmistak- 
ably clear at the very outset, and 
which should be kept firmly in 
mind thereafter. It is this: The 
vocal proponents of a compulsory 
automobile insurance law seem to 
consider it and to offer it as a 
complete cure for the admittedly 
distressing fact that some persons 
suffer severe pain and economic 
loss in motor vehicle accidents on 
the public streets and highways, 
for which they receive no monetary 
relief. In effect, such proponents 
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say: “Our motor vehicle financial 
responsibility law may have done 
a good job as far as it has gone, 
but it hasn’t gone far enough, can 
go no further, and must be aban- 
doned.” Only a law, they say in 
effect, that compels every motor 
vehicle owner to carry automobile 
liability insurance, as a statutory 
condition to operating or permitting 
the operation of a motor vehicle on 
the public streets and highways, 
will give the people 100 percent 
protection. 

Certainly, that is an arresting 
statement; it sounds good. It has 
captured the support of many 
motor vehicle owners who now 
carry such insurance voluntarily, 
to the extent, as I am informed, 
that some 94 percent of all owners 
in the State of New York have it. 
On occasion the statement has 
caught the fancy of jurists who, 
from their position on the bench, 
have observed the painful results 
of uncompensated traffic accidents. 
It has interested legislators who 
hear the complaints of constitu- 
ents, and of editors who are prop- 
erly mindful of the public welfare. 
It gains the sympathetic ear of 
many public-spirited citizens. It 
would be good, if it were accurate. 
The only known facts indicate, 
however, that the premise of pro- 
ponents is inaccurate. 

Those who speak out most firm- 
ly in support of a compulsory auto- 


mobile insurance law have never, 
to my knowledge, produced sub- 
stantial factual evidence that real- 
istically supports their claims. Nor, 
as I view it, have they given ade- 
quate credit to the financial re- 
sponsibility law now on the books 
in New York, and similar laws on 
the books of 35 other states. I do 
not, for a minute, question the sin- 
cerity of these advocates, nor the 
honesty of their belief in the cause 
they espouse. Thus far, however, 
all their arguments that I have 
heard or read are based on gen- 
eralities, assumptions, hypotheses 
and sentiment. Surely these may 
be worthy of consideration in 
weighing the final decision, but 
alone they constitute a dangerous 
foundation upon which to build a 
statute of a type that has proved 
somewhat less—considerably less— 
than perfect in the single state that 
has tried it. 


MASSACHUSETTS LAW 


There is but one existing yard- 
stick by which to measure the 
failure or success of a compulsory 
automobile insurance law as an in- 
strument for providing complete 
public protection against economic 


hardships resulting from motor 
vehicle accidents. It is the compul- 
sory law in Massachusetts, the only 
such law ever enacted in this coun- 
try. That experiment stops far 
short of 100 percent perfection— 
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on any basis. Let us examine a few 
facts in support of my statement, 
as follows: 

1. The Massachusetts law applies 
only to accidents that result in 
death or bodily injury and, con- 
trary to popular belief, it does not 
apply to accidents resulting only 
in property damage, which are 
more numerous than bodily injury 
accidents. 

2. Neither does it apply to bodily 


injuries or deaths that occur to 


guest occupants (whether or not 
members of the owner’s family), 
a coverage that is included in the 
standard automobile liability policy 
in all other states. 

3. It does not apply to motor vehi- 
cles registered in other states. In 


passing, recall that automobiles 
registered in other states, common- 
ly referred to as “out-of-state cars,” 
alone account for approximately 
5 percent of the traffic accidents 
in Massachusetts. In at least one 
other state, I am informed, this 
figure may run as high as 14 per- 
cent. 

4. It applies only to accidents that 
occur on the public domain, thus 
excluding any required protection 
for accidents that occur in filling 
station areas, parking lots, garages, 
private driveways and other areas 
that are not publicly owned. 

5. It does not apply to accidents in 
which the individual causes his 
own injury. 
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6. It does not apply to accidents 
caused by motor vehicles that are 
not registered, or where no in- 
surance is in force with respect to 
the car involved. 

7. It does not apply to accidents 
that are caused by stolen cars. 
8. It does not apply to accidents 
that are caused by hit-and-run 
drivers who are not caught. 

9. It does not apply to accidents 
where there is absence of legal 
liability. 

Thus, taking all of these facts 
into consideration, we find that the 
Massachusetts law in very consid- 
erable degree fails to provide com- 
plete protection. Even if we ignore 
the failure of that law to provide 
for property damage, we yet find 
that in its application to fatal and 
non-fatal bodily injury accidents, 
it leaves an important gap between 
actual public protection and the 
complete protection that many pro- 
ponents of compulsory automobile 
insurance seem to take for granted 
it will provide. 


New York Law 


I do not claim that the New 
York State Motor Vehicle Financial 
Responsibility Law is perfect, nor 
that in itself it is wholly free from 
all the deficiencies attributed to 
the Massachusetts law, but a few 
simple facts will show that the 
New York law in operation comes 
much closer to furnishing complete 
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public protection than does the 
only compulsory law that has ever 
been adopted in this country. Here 
are some of them. 

On the basis of the best estimate 
available, approximately 94 per- 
cent of the motor vehicles regis- 
tered in New York are broadly 
covered by automobile liability in- 
surance, both as to bodily injury 
and property damage. Every policy 
bought in New York provides cov- 
erage both on and off the high- 
ways, as well as guest coverage and 
coverage of accidents occurring 
anywhere in the United States and 
Canada. We could stop right here 
and we would be closer to that 
“complete” mark under our secur- 
ity type financial responsibility law 
than under the Massachusetts com- 
pulsory act. But that is not all. 

In 1950, according to official 
sources, 7,200 uninsured motorists 
deposited with the Commissioner 
of Motor Vehicles security exceed- 
ing $1,300,000 to cover damages 
for which they might be held re- 
sponsible as a result of automo- 
bile accidents in which they were 
involved as owners or operators. 
So the gap continues to narrow, 
but even that is not all. In addition, 
other uninsured motorists filed 
nearly 22,500 releases with the 
Commissioner of Motor Vehicles, 
showing that they had settled 
claims resulting from accidents. 
Thus the gap shrinks still more. 
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I don’t know how much of a 
gap remains between actual pro- 
tection and 100 percent protection 
under our financial responsibility 
law. I am quite sure no one pres- 
ently has the full answer to that 
very important question. I am 
equally sure that no one will have 
the correct answer until much ad- 


Ray Murphy 


ditional and more thorough re- 
search is made. 

Whether the extent of such gap 
is determined, one thing is cer- 
tain—the gap will never be fully 
closed by any law. 

Of this we may all be quite 
positive—the “gap” in New York 
State under a security type finan- 
cial responsibility law is much less 
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than in Massachusetts under a com- 
pulsory insurance law. 

Some proponents of compulsory 
insurance, with the best intentions 
in the world, I have no doubt, 
answer these facts with a hypo- 
thesis. First, they say that in talk- 
ing about the compulsory law in 
Massachusetts we have set up a 
straw man, which we whack furi- 
ously in an attempt to divert atten- 
tion from the real issue and con- 
ditions elsewhere. Then they say 
they can devise a law better than 
the Massachusetts law, and vow 
that they will produce it! They 
hold out the promise of a “model 
law,” one that will make the public 
completely secure against the eco- 
nomic distresses resulting from 
motor vehicle accidents. Well, let 
us turn back to the experience 
in Massachusetts and see—and this 
will bring me to the effectr of 
that law on producers, though. I 
hold that what I have already 
pointed out affects them quite as 
much as the public generally. 

The Massachusetts law was en- 
acted in 1927. Thus the state has 
had a quarter of a century in 
which to improve the law. Now, I 
am perfectly willing to concede 
that there was a time—indeed, a 
very long time—when the state of 
the Pilgrim fathers was a conserva- 
tive commonwealth that clove 
firmly to the old fashioned prin- 
ciple of stern individualism. 
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Through many decades, it was 
conservative to the core. Anyone 
who has followed legislation in 
Massachusetts during the past two 
decades, however, knows that those 
days and their conservative tradi- 
tions have vanished. Massachusetts 
has become, legislation-wise, an 
extremely liberal state, and that is 
expressing it mildly. 

Yet, has the liberal—some would 
call it radical—State of Massa- 


chusetts seen fit to strengthen its 
compulsory automobile insurance 


law—to make it complete? Far 
from it! On the contrary, the 
state’s governing fathers have 
weakened their law as a matter of 
sheer political necessity. An impor- 
tant lesson may be learned fror 
that fact, so let me recite the story 
briefly. 

With the enactment of the com- 
pulsory law came a sudden and 
violent upsurge in the number of 
motor vehicle accidents in Massa- 
chusetts. One may conjecture as 
to the cause, but whatever the 
cause, the result was evident. 


POLITICAL PRESSURE 


As insurance men know, it is 
axiomatic that if accidents go up, 
and losses increase, higher rates 
must follow if carriers are to re- 
main solvent. So things went from 
bad to worse in Massachusetts, in- 
cluding the public temperature. 
The people were mad enough 
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about the rising rates, but when 
they remembered that the statute 
was enacted as a “safety law,” 
one that would prevent accidents, 
public feeling reached a point that 
caused the governor then in office 
to order Wesley E. Monk, commis- 
sioner of insurance, to promulgate 
rates dictated by the governor. 
Commissioner Monk’s response was 
his letter of resignation, from 


which I quote directly, as follows: 


Either I must promulgate the 
rates as computed by me and the 
department, or I must resign my 
office. . . . If I promulgate the 
rates as proposed by me, I am 
placed in the position of defying 
the chief executive of this com- 
monwealth. . . . The result is that 
no memorandum revising these 
rates will be filed by me... . / As 
I view the whole matter now, this 
unusual situation of an under- 
executive having to contest with 
his superiors in authority is the 
result of an attempt to solve a 
mathematical problem by the in- 
troduction of a factor of political 
expediency. This is neither right 
nor proper. [Italics ours.] 


The rates dictated by the gov- 
ernor were promulgated by an 
acting commissioner. That was in 
1928. Three years later a special 
session of the legislature was con- 
vened and it considered 51 differ- 
ent proposals for amendment, 
modification or repeal of the law, 
but the session adjourned without 
making any material changes. 
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Finally, in 1936, a candidate for 
the office of governor offered a 
reduction in the compulsory insur- 
ance rates as an election promise. 
He was elected and the compulsory 
insurance law was modified by re- 
moving the guest occupancy cov- 
erage as a required coverage. This 
obviously weakened the law, but 
the compulsory rates were thus 
reduced by reason of reduced cov- 
erage. When a separate rate was 
promulgated for voluntary guest 
occupancy coverage, however, the 
total rates for the former coverage 
did not differ materially from the 
former rate. The end result was 
that the public was in substance 
denied an important form of pro- 
tection, for a comparatively small 
percentage of Massachusetts motor- 
ists continued the guest occupant 
coverage on a voluntary basis. 
Even as late as last year, this pro- 
tection was purchased in Massa- 
chusetts by only some 65 percent 
of the motor vehicle owners, 
whereas in all other states it is 
carried by all insured motorists as 
part of their standard protection. 
The lessons to be learned from 
this upheaval, which continued 
over nine years, are these: 
1. Compulsory insurance has not 
increased highway safety, though 
this was promised as a by-product 
of compulsory insurance. 
2. It has not resulted in more 
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favorable rates, but rather in less 
favorable rates. 

3. It has resulted in continuous po- 
litical pressures that are inimical 
to the public security and welfare, 
and that have made the marketing 
of automobile liability protection 
difficult and more costly than is 
necessary for both the companies 
and the producers. 

Indeed, political pressures have 
continued with respect to compul- 
sory insurance in Massachusetts 
down to the present time. As late 
as last year, the people of Massa- 
chusetts defeated at the election 
polls a political proposal to estab- 
lish a single statewide rate for com- 
pulsory automobile insurance. The 
public was not told by the authors 


of that proposal that it would have 
reduced the rates in only three 
places—Boston, Chelsea and Revere 


—and would have increased the 
rates in all of the other territories 
in the state. In a great many com- 
munities, the increase would have 
amounted to 100 percent. 


EpUCATIONAL CAMPAIGN 


When, through a statewide edu- 
cational campaign, the true facts 
were made known to the people 
by the companies and producers, 
the voters smothered the proposal 
by better than a three-to-one vote. 
Massachusetts motorists and pro- 
ducers, however, had a closer 
shave than most people realize. 
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Until all of the facts were made 
public, as an opinion poll revealed, 
the flat rate proposal had a bet- 
ter than even chance of winning. 
There is an important lesson to be 
learned in this fact, too. It is that 
an uninformed or wrongly in- 
formed public is very likely to make 
mistakes that are contrary to its 
own interest. Such a mistake can 
be made in this state and in other 
states if the people are not given 
all of the facts about compulsory 
automobile insurance. 

There are many other facts about 
the operation of a compulsory auto- 
mobile insurance law in the only 
state that has tried it, but I shall 
refer to only a few because of 
limitations in space. All the facts 
directly affect both the public and 
the producers. Some of them may 
be listed as follows: 

Competitive benefits that 
are present in all other states 
are absent in Massachusetts, 
where all companies are re- 
quired to adhere to identical 
classifications, rates and cover- 
age. The coverage is set forth 
in the statute, resulting in 
more restrictive coverage than 
is afforded in the other states, 
due to inevitable political 
pressure. 

Because of political pres- 
sure, the expense loading is so 
reduced that it is not possible 
for most companies to pay 
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more than 12 percent to pro- 
ducers. The psychological re- 
action of motorists to compul- 
sion apparently is to carry 
only the kind and amount of 
coverage that is required, 
which results in an overall les- 
sening of public protection. In 
witness, you may recall my 
earlier references to guest oc- 
cupant coverage, and there is 
the further fact, not heretofore 
mentioned, that automobile 
medical payments insurance is 
purchased with approximately 
54 percent of the automobile 
liability policies that are writ- 
ten outside of Massachusetts, 
while it is purchased with only 
about 35 percent of the statu- 
tory policies issued in that 
state. Companies have no ab- 
solute right to deny insurance 
on the basis of an applicant’s 
poor accident record, a factor 
that may adversely affect both 
rates and public safety. 


“MopeEL Law” 


Proponents of compulsion say 
that the defects of the Massachu- 
setts law are not inherent, and that 
skillful draftmanship can produce 
for the State of New York a model 
bill free of defects. 

In view of the history of the 
noble experiment in Masschusetts, 
I am not convinced that the pro- 
ponents of compulsory insurance 
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can write and, if enacted, there- 
after maintain a so-called “model 
law” that will eliminate or prevent 
the grave faults that have existed, 
or have been a by-product of the 
Massachusetts statute for a quarter 
of a century. Political pressures are 
inevitable in the operation of a 
compulsory statute, which so vitally 
affects a large proportion of the 
people, so that it is quite unrealistic 
to believe that even a “model law” 
would not soon or eventually fall 
heir to the evils I have mentioned. 
I would caution proponents of com- 
pulsion that this matter cannot be 
resolved in a vacuum. 

True, the present New York 
rating law, if applied to compulsory 
automobile liability insurance in 
New York, might seem to promise 
adequacy of rates, but of that there 
could be no continuing guarantee. 
Certainly, no criticism of the New 
York Insurance Department is in- 
tended, and it should not be in- 
ferred when one ventures the opin- 
ion that if a compulsory law is en- 
acted in New York, political pres- 
sure on rates, including commis- 
sions, would inevitably follow. If 
that is so, producers and public 
would be very likely to suffer just 
as the Massachusetts producers 
and public have suffered. 

Let me quote from Roger Ken- 
ny’s article of August 18, 1951, in 
the United States Investor. I offer 
the quotation as the opinion of a 
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keen and interested observer of the 
insurance scene over many years. 
Showdown At Hand 


Mark you well, therefore—we 
are moving rapidly towards a 
showdown in Massachusetts on 
the question whether private en- 
terprise can survive in the insur- 
ance business under a compulsory 
automobile liability law! If the 
Commissioner fails to give due 
recognition to the trend factor in 
rate-making and thereby promul- 
gates inadequate rates, the com- 
panies are duty bound to bow out 
of the picture in deference to their 
stockholders. And once any great 
number follow this procedure, the 
lack of adequate underwriting fa- 
cilities in the state will be an open 
invitation to Governor Dever to 
go one step further than he has 
yet dared—that is, to make a plea 
for the necessary legislation to put 
the state in the automobile insur- 
ance business through a STATE 
FUND! 

The Egg Is in the Incubator! 

So, you see, it is just as well 
that the other states have chosen 
to make haste slowly on compul- 
sory automobile insurance. We 
used to say that if it were not for 
the fact that the rate-making proc- 
esses were exposed to political 
boondoggling, the Massachusetts 
Compulsory Motor Vehicle Act 
might well prove to be a highly 
desirable piece of social legisla- 
tion. But from what we have ob- 
served in recent years, we have 
now come to the conclusion that 
even though the rate-making proc- 
esses had been retained by the 
industry, private enterprise in the 
insurance business would find it 
difficult to survive. This, for the 
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simple reason that in certain po- 
litical climates any social legisla- 
tion of a compulsory nature is 
looked upon as a ready-made in- 
cubator in which to hatch a state 
bureau or a state fund. 

That’s what is happening in 
Massachusetts today! Governor 
Dever has laid the egg for a state 
fund in his special message to the 
legislature. It remains to be seen 
whether Dennis Sullivan, his ap- 
pointee as the insurance commis- 
sioner, will turn on the heat 
necessary to hatch the egg by re- 
fusing to recognize the importance 
of the trend factor in the rates 
for 1952, soon to be announced. 
Boiled down to bare facts, it 

seems to me that the issue before 
us may be stated in a few, simple 


words. 


THe IssuE Berore Us 

We are asked to scrap a law that 
has proved some 94 percent effec- 
tive in affording a substantial meas- 
ure of protection to the public 
against the economic consequences 
of motor vehicle accidents. In its 
place, we are asked to accept a 
compulsory law on the supposition 
that it will perform 100 percent, 
despite the fact that performance 
has been considerably less than 
100 percent in the single state that 
has been trying it for 25 years. 

I am unwilling, for my own se- 
curity and welfare, and the security 
and welfare of the public, to agree 
to any such exchange. I do not 
claim that our present financial 
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responsibility law is perfect; I 
claim it is a good law; I do know 
that it has done a better job than 
the only compulsory law that has 
ever been enacted. I do not say 
our financial responsibility law 
cannot be improved, nor that it is 
wholly free of the deficiencies of 
the Massachusetts law; it probably 
can be improved. I very much 
doubt, however, that it will ever 
be possible to write any kind of 
compulsory law that is or will re- 
main 100 percent effective; none 
now exists. 

I also suggest seriously and sin- 
cerely that, the issue of uncom- 
pensated motor vehicle accidents, 
while not susceptible of complete 
solution by any law, may be aided 
toward more complete, more satis- 
factory, more permanent, more di- 
rect and more honest solution by 
more resolute approach from an- 
other direction—meaning that the 
best way to obtain the fullest per- 
formance under any automobile 
liability insurance law, whether in- 
surance under it be voluntary or 
compulsory, is to reduce to an ir- 
reducible minimum the accidents 
on our streets and highways. Fail- 
ure in this respect today constitutes 
an indictment against both govern- 
ment and people. 

Accidents can be reduced if ev- 
eryone—state officials, the press, all 
business enterprises, and the peo- 
ple themselves—determine that they 
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shall be reduced, and if all coop- 
erate unselfishly to accomplish that 
purpose. That has been demon- 
strated in certain areas, admittedly 
too small and too few. Even if a 
compulsory insurance law were 
capable of doing everything its 
supporters claim, it would still 
merely underwrite a national hor- 
ror that in volume grows worse 
every year. The evil will remain, 
and it will stay with us until police 
and courts join to punish traffic 
law violators sternly and impar- 
tially, without fear and without 
favor; until legislators and local 
authorities face up to the fact that 
we need stricter driver licensing 
laws, a motor vehicle inspection 
law, and safe driver training 
courses in every high school. When 
we do these and other necessary 
things, we may see the roots of this 
whole problem begin to wither and 
die. 


More Data NEEDED 


Proponents of compulsion say 
that a great economic loss results 
because 6 percent of New York 
motorists are uninsured. It is pos- 
sible that proponents may be able 
to show what that loss is, but thus 
far they have proceeded on as- 
sumptions which are certainly open 
to question until their accuracy is 
demonstrated. Some have said that 
the insurance industry should come 
up with the answer as to how wide 
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or how narrow the gap of unpaid 
losses actually is. Given time and 
access to governmental depart- 
mental records, the companies can, 
I believe, produce more definitive 
data than are presently available. 
This would call for a high degree of 
cooperation between the insurance 
industry and governmental depart- 
ment heads, a cooperation which 
on the basis of past relations and 
performance should be _ readily 


forthcoming. The answers do not 
lie in company records, but rather 
in departmental records, coupled 
with on-the-ground survey of cases 
in such number as to make results 
fully credible. 


Two QUESTIONS 


Finally, let me try to answer one 
or two highly pertinent questions 
posed by proponents of compul- 
sion: 

1. Why do opponents object to a 
compulsory law for 100 percent of 
New York motorists when 94 per- 
cent are insured now under a law 
that might be said to be, in effect, 
compulsory as to them? 

2. Why are the 94 percent not en- 
titled to protection from that un- 
determined percentage of the 6 per- 
cent uninsured, who are not finan- 
cially responsible? 

I do not attempt to laugh off 
these questions. Nevertheless, I 
contend that the distinction be- 
tween adequate financial responsi- 
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bility laws and an outright compul- 
sory law is not a mere matter of 
semantics, and that the freedom of 
choice for the safe-driving motorist 
in buying or not buying insurance 
is still an important choice, and 
that when that freedom is gone an- 
other long step will have been 
taken toward the socialization of 
this country, generally, and of the 
insurance industry, particularly. If 
it be said that the present New 
York Financial Responsibility Law 
amounts to compulsion for many 
motorists, it may also be said that 
the compulsion is not by law, but 
is the compulsion of prudence and 
responsibility. It is the prudence of 
a man still able to decide for him- 
self where his responsibility lies. 
Under that law the percentage of 
insured motorists has risen from an 
estimated 30 percent to an esti- 
mated 94 percent. 

If it be said that adding under a 
compulsory law the mere 6 percent 
of motorists not now insured to the 
94 percent of motorists now insured 
in New York, will not add material- 
ly to already existing political pres- 
sure on rates, presently resisted, I 
say this argument ignores the fun- 
damental difference between com- 
pulsion by the letter of law, and 
the choice still remaining to the 
individual under existing law. I say 
that argument ignores a funda- 
mental characteristic of the Ameri- 
can people and the fundamental 
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character of American institutions. 
I say it ignores the character or 
lack of character of the financially 
irresponsible uninsured and _ their 
capacity for mischief and political 
skulduggery; if it is that small 
group who cause trouble now, how 
much will they compound that 
trouble when they must insure? 
And if the alternative be more com- 
pulsion—100 percent compulsion— 
I am free to predict that we will 
have sold another part of our birth- 
right for a mess of bitter pottage. 
And I say that a perfectly under- 
standable irritation with the unin- 
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sured motorist on the part of the 
insured does not afford a sound 
reason or basis for flying to evils, 
known and unknown, that well may 
follow (as they have followed in 
Massachusetts) the enactment of a 
compulsory automobile insurance 
law in New York, particularly when 
it can be said with certainty that 
such a law will not fully close the 
so-called gap, cannot wholly solve 
the problems involved, may con- 
tinue to divert attention from the 
real culprit—motor vehicle acci- 
dents—and just like any other law, 
cannot achieve the millennium. 
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